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Report of the Comptroller and Auditor General 



Report on the Accounts of the Public Services 2012 

I am required underSection 3 of the Comptrollerand Auditor General (Amendment) Act 
1993 to report to Dail Eireann on my audit of the appropriation accounts of departments 
and offices and the accountof the receipt of revenue of the State. 

I have certified each appropriation accountforthe year ended 31 December2012 and 
am submitting those accounts, together with my audit certificates, to Dail Eireann. 

I hereby present my report on matters arising outof my audits of the accounts of the 
public services for 201 2 to Dail Eireann in accordance with Section 3 (1 1 ) of the 
Comptrollerand Auditor General (Amendment) Act 1993. I am required under other 
statutes to reporton certain matters along with my reporton the appropriation accounts. 

The report is setout in four parts. 

■ Parti deals with matters relating to the Central Fund of the Exchequer and 
governmentdebt. 

■ Part 2 outlines certain matters related to voted expenditure in 2012. 

■ Part 3 deals with matters arising outof the auditof the Revenue accountand the 
examination of Revenue systems. 

■ Part4 com prises my statutory reporton the audits ofthe accounts of the National 
Treasury Management Agency and a report on the Clinical IndemnityScheme. 

This report was prepared on the basis of audited information, where available, and other 
information, documentation and explanations obtained from the re levant Government 
departments and agencies. Drafts of relevant segments ofthe reportwere sentto the 
departments and agencies concerned and theircomments requested. Where 
appropriate, those com ments were incorporated into the final version of the report. 

The report is concerned with the accountabilityof departments and agencies in respect 
of their administration of publicfunds. References to third parties should be read onlyin 
that context. 




Seamus McCarthy 

Comptroller and Auditor General 



27 September2013 
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Exchequer Financial Outturn for 2012 



1.1 All revenues of the State are paid into the Central Fund of the Exchequer unless 
otherwise determined by law. 1 Central Fund receipts include tax revenues and the 
proceeds of borrowing undertaken on behalf of the State by the National Treasury 
Management Agency (NTMA). Issues from the Central Fund are used to fund 
expenditure on State services. 

1.2 The annual Finance Accounts present the receipts into and issues from the Central 
Fund together with details relating to NTMA borrowing and information about certain 
liabilities and assets of the State. This report summarises the transactions on the 
Central Fund and highlights some key trends. It also provides an overview of certain 
major liabilities and assets of the State which are not reflected in the Finance Accounts. 

Central Fund Receipts and Issues 

1.3 The movement in Central Fund receipts and issues over the period 2002 to 2012 and 
the surplus or deficit for each of those years is set out in Figure 1.1. In 2012, the deficit 
was just under €1 5 billion. 

Figure 1.1 Central Fund receipts and issues and surplus/deficit, 2002 to 2012 
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Figure 1.2 Central Fund receipts and issues, 2008 to 201 2 a 




2008 


2009 


2010 


2011 


2012 




€m 


€m 


€m 


€m 


€m 


Receipts 












Tax revenue 


40,777 


33,043 


31,753 


34,027 


36,646 


Other current revenues 


847 


838 


2,687 


2,520 


2,765 


Loans/advances repaid by 












European Agricultural Guarantee Fund 


740 


741 


790 


673 


720 


Social Insurance Fund b 


— 


— 


— 


254 


355 


National Asset Management Agency 


— 


— 


250 


49 


— 


Other 


9 


9 


3 


10 


2 


National Pensions Reserve Fund withdrawal 


— 


— 


— 


1,018 


— 


Sale of mobile phone licences 


— 


— 


— 


— 


450 


Other capital receipts 


161 


140 


138 


116 


150 


Total receipts 


42,534 


34,771 


35,621 


38,667 


41,088 


Issues 












Issues for voted expenditure 


49,313 


47,163 


46,434 


45,711 


44,950 


Service of national debt 


1,611 


2,641 


3,619 


4,736 


5,823 


Contribution to EU budget 


1,587 


1,486 


1,352 


1,350 


1,393 


Oireachtas Commission 


119 


123 


103 


130 


105 


Share capital acquired in banks 




4,000 


725 


2,300 


1,300 


Bank recapitalisation payments 











5,268 





Promissory notes repayment 











3,085 


25 


National Pensions Reserve Fund 
contribution 


1,690 


3,000 


— 


— 


— 


European Stability Mechanism 


— 


— 


— 


— 


510 


Credit Union Fund 


— 


— 


— 


— 


250 


Loans/advances issued to 












European Agricultural Guarantee Fund 


741 


790 


673 


720 


730 


Social Insurance Fund b 






110 


199 


300 


Insurance Compensation Fund 








280 


455 


National Asset Management Agency 






299 






EU stability support for Greece 






346 






Other payments 


187 


209 


105 


406 


139 


Total issues 


55,248 


59,412 


53,766 


64,185 


55,980 


Deficit for the year 


12,714 


24,641 


18,145 


25,518 


14,892 



Source: Finance Accounts 2008 to 201 2 

Notes: a Transactions processed through the Exchequer Account and the Capital Services Redemption Account 
are consolidated. The latter account is a facility maintained by the National Treasury Management 
Agency for the purpose of servicing national debt and transactions of a normal banking nature, 
b Funds are advanced to the Social Insurance Fund as a working facility and subsequently repaid. All 
funds advanced had been repaid at the end of 2012. 
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Receipts 

1.4 Receipts into the Central Fund in 2012 totalled €41.1 billion (see Figure 1.2). This 
represented an increase of €2.4 billion (6%) relative to 201 1 receipts. 89% of receipts 
was the proceeds of taxation, which rose by €2.6 billion compared with 201 1 . 1 

1.5 Non-tax current revenues in 2012 amounted to €2.8 billion. The bulk of this related to 
banking stabilisation activity and the activities of the Central Bank, and comprised 

■ over €1 billion from credit institutions in respect of fees under the Eligible Liabilities 
Guarantee (ELG) scheme 

■ €958 million in Central Bank surplus income arising in 201 1 and paid into the 
Central Fund in 2012 

■ €300 million in interest received on contingent capital notes held in banks. 

To date in 2013, €1.15 billion in Central Bank surplus income was paid into the Central 
Fund. This was a historically high level of surplus income which may not be maintained 
in the future. Revenue from the ELG scheme is also likely to decline due to the closing 
of the scheme to new liabilities from the end of March 2013. 



1.6 €450 million was paid into the Central Fund by ComReg in respect of upfront fees 
following the award of mobile phone licences at the end of 2012. ComReg received 
€482 million. A further €24 million will be paid into the Central Fund during 2013 and 
the balance used to make refunds that are due. 2 In addition, usage fees totalling €373 
million (adjusted for inflation) are payable in instalments by the successful companies 
over the life of the licences (2013 to 2030). 



Issues 

1.7 Issues from the Central Fund in 2012 amounted to €56 billion, a decrease of €8.2 
billion, or 13%, on the 201 1 level. 



1.8 Issues from the Fund for voted services were down by almost 2% when compared with 
201 1 . The cumulative decline in voted expenditure issues since 2008 is just under 9%. 



1 See Chapter 23, 
Revenue Collection for 
further details of tax 
proceeds in 2012. 

2 Fees may be adjusted 
for a number of factors 
including, for example, late 
commencement. 

3 In February 2013, the 
State agreed to sell Irish 
Life to Great-West Life Co 
for €1.3 billion. The sale 
was completed in July 
2013. 

4 For further detail on this 
transaction, see Chapter 2 
Government Debt. 



1.9 Payments related to servicing of borrowing undertaken by the NTMA increased year-on- 
yearby€1.1 billion or 23%. 

1.10 The main cause of the fall in issues was a drop in payments in respect of bank 
stabilisation, which were €9.4 billion lower than in 201 1 . 

• In 201 1 , €7.6 billion had been spent in respect of acquiring share capital in the 
banks and other recapitalisation measures. The only comparable transaction 
in 2012 occurred when the State purchased Irish Life for €1.3 billion. 3 

• In 2011, the State paid almost €3.1 billion in promissory note repayments. The 
issues from the Central Fund were lower in 2012, at just €25 million, because 
the State paid €3.06 billion due to Irish Bank Resolution Corporation (IBRC) 
through the issue of Government bonds. 4 

1.11 €455 million was advanced to the Insurance Compensation Fund in 2012 arising from 
the administration of Quinn Insurance Limited, bringing the total advanced at the end of 
2012 to €735 million. It is expected that the loans will ultimately be repaid mainly from 
levy receipts on insurance sales. 
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1.12 The European Stability Mechanism has total approved paid-in capital of €80 billion of 
which Ireland's share is €1 .274 billion, due to be paid in five equal tranches. The 
payment in 2012 represents the first 40% of Ireland's contribution to the share capital. 

Exchequer Assets and Liabilities 

1.13 The Finance Accounts do not include a balance sheet summarising the State's assets 
and liabilities at year end. The summary position in relation to key assets and liabilities 
is set out below. 

State Cash and Financial Asset Balances 

1.14 The movements in the balance on the Exchequer account at the Central Bank and other 
State financial assets are shown in Figure 1 .3. 



Figure 1.3 Movements in Exchequer cash and financial asset balances, 2008 to 
2012 





2008 


2009 


2010 


2011 


2012 




€m 


€m 


€m 


€m 


€m 


Balance at 1 January 


4,486 


22,059 


21,816 


16,164 


17,692 


Movements in year 












Net Exchequer borrowing in year 


30,287 


24,397 


12,493 


27,046 


21,050 a 


(Deficit) of issues over receipts 


(12,714) 


(24,641) 


(18,145) 


(25,518) 


(14,892) 


Balance at 31 December 


22,059 


21,816 


16,164 


17,692 


23,850 



Source: Finance Accounts 2008 to 2012. 

Note: a Excludes Government bond issue of €3.5 billion to meet the cost of the promissory note 

payment of €3.06 billion to IBRC due in March 2012. This transaction is explained further in 
Chapter 2, Government Debt. 



1.15 There has been significant change in the composition of the State's cash and financial 
assets between 2008 and 2012 as shown in Figure 1.4. Prior to 2008, surplus 
Exchequer cash was generally held in the Central Bank Exchequer Account. 

1.16 Since 2007, the NTMA has placed some surplus Exchequer cash on deposit with 
commercial financial institutions. At the end of 2012, the State held deposits amounting 
to over €3 billion in commercial banks. In comparison, the end 201 1 level of deposits in 
commercial banks was just €30 million. 1 



1.17 In 2010, the NTMA commenced lending to the Housing Finance Agency (HFA). Prior to 
that, the NTMA had acted as agent, and borrowed on behalf of the HFA whose 
borrowings were guaranteed by the Minister for Finance. Short term loans by the 
Central Fund to the HFA amounted to almost €4 billion at the end of 2012. In practice, 

1 Commercial deposits are these loans could not be readily realised by the Central Fund. 

deposits placed by the 

NTMA with financial 

institutions for periods 

ranging from one to 365 

days. In order to manage 

counterparty credit risk, the 

NTMA may receive 

collateral (such as 

government bonds) for 

cash placed on deposit. 
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Figure 1.4 State cash and financial asset balances, 2008 to 2012 



Balance at 31 December 

Central Bank Exchequer account 

Capital Services Redemption Account 3 

Bank deposits (including collateralised 
deposits) 

Non-Irish treasury bills 

Loans to Housing Finance Agency 

Collateral funding 

Total cash and financial assets 



2008 
€m 

21,269 
790 



2009 
€m 

21,026 
790 



2010 
€m 

11,399 
600 

580 
3,585 



2011 
€m 

13,099 

30 

3,848 
715 



2012 
€m 

15,280 

3,020 

1,045 
3,982 
523 



22,059 



21,816 



16,164 17,692 



23,850 



2008 (€22.1 bn) 



2012 (€23.9 bn) 



■ Central Bank Exchequer 
account 

□ Commercial deposits 

■ Treasury bills 

■ Collateral funding 

□ Loans to Housing Finance 
Agency 




Source: Finance Accounts 2008 to 201 2 

Note: a Balance in the account at year end was less than €500,000 each year, except 2010. 

1.18 In 2012, the NTMA lent on a short-term basis to other states, through the purchase of 
sovereign treasury bills. At the end of 2012, the value of non-Irish treasury bills held by 
the State was just over €1 billion and their residual maturities were between 45 and 150 
days. 1 



1 Treasury bills are a form 
of short-term lending. The 
NTMA purchases treasury 
bills issued by other states 
as an alternative to placing 
funds on overnight 
deposit, because the rate 
of return is higher. 

2 Further details regarding 
these transactions are 
outlined in Chapter 2 on 
Government Debt. 



1.19 Since 201 1 , the NTMA has placed collateral with derivative counterparties. This 
requirement arises from credit support arrangements the NTMA has with the 
counterparties to derivative contracts under which the party who is 'out of the money' is 
required to deposit collateral with its counterparty. The excess of payments over 
receipts is funded by the Exchequer. At the end of 2012, a net €523 million was funded 
by and is due to be repaid to the Exchequer. 2 

1.20 The Capital Services Redemption Account was established to set funds aside to meet 
the cost of servicing and redeeming State debt. It is maintained by the NTMA and is 
operated subject to guidelines issued by the Minister for Finance, including the 
maximum amount that may be held in the account at year end. The year end limit set 
by the Minister is normally €1 million. 3 



3 For end 2010, the 
Minister set the limit on the 
balance at €601 million. 
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Loans and Advances 



1.21 Loans and advances provided from the Central Fund totalling €1 .84 billion were 

outstanding at the end of 2012, an increase of €463 million when compared with 2011. 
The loans outstanding at the end of 2012 include €730 million in respect of advances to 
fund costs associated with the operation of EAGF schemes, €346 million in relation to 
Ireland's contribution to EU stability support for Greece and €735 million advanced to 
the Insurance Compensation Fund. 



Government Debt 



1.22 The General Government Debt (GGDebt) measures indebtedness taking account of all 
liabilities of the State to third parties. 1 At 31 December 2012, the GGDebt is estimated 
to be €192.5 billion, an increase of almost 14% when compared with 2011 GGDebt of 
€169 billion. 2 



1 .23 The main component of the GGDebt was cumulative borrowing undertaken by the 

NTMA on behalf of the State. At end December 2012, this amounted to €161 .5 billion 
(at nominal or redeemable par values). This compared to €136.8 billion at the end of 
201 1 — an increase in debt of €24.7 billion. 



1.24 The GGDebt also included the balance of the State's promissory note liability at end 
2012, amounting to €25.3 billion. In February 2013, following the liquidation of IBRC, 
promissory notes provided to IBRC were cancelled and replaced by floating rate bonds, 
with maturities ranging from 25 to 40 years, issued by the NTMA to the Central Bank. 
This left the balance outstanding on promissory notes at €227 million in respect of EBS. 

1 .25 Other liabilities of the State included in the GGDebt amounted to almost €6 billion. 
These include Post Office Savings Bank deposits as well as external debt of the HFA, 
local authorities and other (non-commercial) State bodies. 



Financial Commitments under PPP Contracts 



1.26 Central government departments and agencies have entered into long-term public 
private partnership (PPP) deals for the provision of a range of services and 
infrastructure. These include commitments to future payments over the terms of the 
contracts. 



1 Specifically, GGDebt is 
defined as the 
consolidated liabilities of 
the general government 
sector in the following 
European System of 
Accounts 1995 (ESA95) 
categories: currency and 
deposits; securities other 
than shares excluding 
financial derivatives; and 
loans. 



1.27 The total value of the future commitments to be met in respect of contracts in place at 
the end of 201 2 is estimated at just under €4.2 billion. Part of this commitment 
represents the cost of future operation and maintenance, which in projects or services 
that are conventionally procured, are met on a 'pay as you go' basis. 3 

1.28 Further PPP projects are in the course of development or procurement, but financial 
commitments in respect of those projects will not arise until they reach formal contract 
stage. 



2 See Chapter 2 
Government Debt. 



3 See Chapter 3 on 
Financial Commitments 
under Public Private 
Partnerships. 
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Public Service Pension Costs and Liabilities 

1.29 Accrued pension entitlements of public servants are a significant liability of the State. At 
end December 2009, an estimated €116 billion had accrued in respect of occupational 
pensions payable to public servants. 1 Later assessments of the liability have not been 
made. The 2012 Finance Accounts continue to report the end 2009 liability. 

1.30 In my 201 1 report, I recommended that actuarial reviews and projections of public 
service pension outflows should be carried out on a regular basis, to ensure that 
decision makers are aware of the long term cost impact of pensions and of changes in 
pension terms, and the timing of pension outflows. 

1.31 The Accounting Officer of the Department of Public Expenditure and Reform accepted 
the recommendation and undertook to commission an actuarial assessment that takes 
account of the significant changes since 2009. Work has commenced on this 
assessment and the Accounting Officer expects that the main part of the exercise will be 
completed by the end of 2013. 

Pensions Insolvency Payment Scheme Liabilities 

1.32 The Pensions Insolvency Payment Scheme provides for the State to provide payments 
to retired members of defined benefit pension schemes in circumstances where the 
employer becomes insolvent and the pension scheme is wound up in deficit (referred to 
as the 'double insolvency' condition). 2 



1 See Chapter 3 of the 
Report of the Comptroller 
and Auditor General on 
the Accounts of the Public 
Services 2009. 

2 Section 22 of the Social 
Welfare and Pensions Act 
2009. 



1.33 Under the Pensions Insolvency Payment Scheme, following a successful application by 
the trustees of the pension scheme, the trustees pay the Exchequer a sum that will 
cover the cost of paying the pensions. The NTMA is responsible for calculating the sum 
to be paid by the trustees. 3 The State carries the actuarial risk i.e. risk that the pension 
payments may be made for longer than projected and will benefit if the payments are 
less than those projected. 

1.34 During 2012, two Waterford Crystal pension schemes, relating to over 600 pensioners, 
were accepted into the Pensions Insolvency Payment Scheme. In October 2012, the 
State assumed a liability estimated at €40.7 million, representing the present value of 
the projected future pension payments. 

State Claims Agency 



3 The sum paid by a 
scheme's trustees is the 
present value of the future 
stream of payments from 
the scheme to the 
scheme's pensioners. The 
rate used to discount the 
future payments is based 
on the long-term cost of 
borrowing to the State at 
the time. The mortality 
assumptions are based on 
the applicable professional 
guidance issued by the 
Society of Actuaries in 
Ireland. 



1.35 The State Claims Agency (SCA) manages personal injury and property damage claims 
against the State and certain State authorities. Currently, 54 State authorities, with over 
200,000 State employees, are within the SCA's remit. 

1.36 At the end of 2012, the SCA reported that the estimated potential liability in respect of 
all active claims was €1.13 billion. €970 million of this is in respect of clinical personal 
injury claims while around €1 60 million related to other forms of claims. 4 



4 See Chapter 29 Clinical 
Indemnity Scheme. 
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Pension Reserves 



1.37 The National Pension Reserve Fund (the Fund) was valued at €14.7 billion on 31 
December 201 2 (201 1 : €1 3.4 billion). 

■ The discretionary investment of the Fund stood at €6.1 billion. These investments 
are valued at market prices. 

■ The remaining assets of the Fund are investments made under direction of the 
Minster for Finance. €20.8 billion of the Fund's assets had been devoted to bank 
capitalisation by the end of 201 2. 1 The market value of the investments in the 
banks was €8.6 billion at 31 December 201 2. 



State Guarantees 

1.38 At the end of December 2012, the Government has guaranteed, under specific 

legislation, the due payment of obligations in respect of certain liabilities. The principal 
or capital value of those liabilities outstanding was €119 billion, €4.5 billion of which 
relates to total borrowing by the HFA. 



Eligible Liabilities Guarantee 



1.39 The State has guaranteed the liabilities of certain Irish credit institutions under the 
Eligible Liabilities Guarantee (ELG) scheme. The value of the bank liabilities 
guaranteed at the end of December 201 2 was of the order of €73 billion, almost €29 
billion less than at the end of 201 1 . 

1.40 The ELG scheme commenced in late 2009. It had been preceded by the Credit 
Institutions Financial Support (CIFS) Scheme. Figure 1 .5 indicates the estimated total 
value of the liabilities covered by the guarantee schemes at the end of each year from 
2008 to 2012. 

1.41 Following from the liquidation of IBRC in February 2013, the State has to date been 
required to make payments totalling almost €1 billion in respect of liabilities that were 
covered under the ELG scheme. The Department of Finance expects that there may be 
further payments of about €1 00 million arising from the liquidation. 

1.42 The ELG scheme was ended for new liabilities from 28 March 2013. The State will 
continue to guarantee liabilities existing at that date until their maturities. 



Figure 1.5 Guaranteed credit liabilities at year-end, 2008 to 2012 



1 This comprises 

€16.9 billion paid in 
exchange for shares; 

€3.8 billion contribution to 
recapitalisation of AIB; 

€1.1 billion dividends paid 
in the form of shares; 

less 

€1 billion net proceeds 
from the sale of shares in 
Bank of Ireland. 



€bn 
400 
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2010 
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CIFS Bank 
Guarantee 



Eligible 

Liabilities 

Guarantee 



Source: Department of Finance 
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Deposit Guarantee Scheme 

1.43 The State's exposure under the ELG scheme excludes the liabilities guaranteed under 
the Deposit Guarantee Scheme (DGS), whereby deposits up to a maximum of €100,000 
per depositor per institution are guaranteed. The DGS is funded by the credit 
institutions which are required to deposit funds of 0.2% of the total value of all current 
customer deposits (whether guaranteed under DGS or not) into deposit protection 
accounts administered by the Central Bank. 1 At the end of December 2012, guaranteed 
deposits had a combined value of €64 billion and the deposit protection accounts stood 
at €403 million. Balances in the deposit protection accounts (at year end) from 2007 to 
2012 are shown in Figure 1.6. 



Figure 1.6 Deposit protection accounts balances at year-end, 2007 
to 2012 



€m 
700 T 




2007 2008 2009 2010 2011 2012 



Source: Financial Statements, Central Bank of Ireland, 2007 to 2012 

1.44 In the event of liquidation of a credit institution, claims by depositors would be met in the 
first instance by the Central Bank, using the funds in the deposit protection accounts. 
Any shortfall would be met from the Central Fund of the Exchequer, which would be 
recouped in due course from the banking sector. Following the liquidation of IBRC, the 
DGS was invoked for the first time and as at 1 6 August 201 3, a total of €1 2.7 million in 
compensation had been paid to 817 IBRC depositors by the Central Bank from the 
deposit protection accounts. 

Ministerial Guarantees under Exceptional Liquidity Assistance 

1.45 Advances to credit institutions were made by the Central Bank under the exceptional 
liquidity assistance (ELA) scheme. The total ELA advanced at the end of 2012 was just 
over €40 billion. The State had guaranteed €16 billion of the advances on the basis of 
Ministerial guarantees held by IBRC, and used as collateral. In addition, ELA of €23.6 
billion was backed by promissory notes issued by the Minister. €0.8 billion was backed 
by other securities not covered by Ministerial guarantee. 

1 Since November 2012, 
credit unions are required 
to maintain funds in 
deposit protection 
accounts. 
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1.46 Following the liquidation of IBRC in February 2013, the Central Bank ceased the 
provision of ELA and the State's contingent liability of €16 billion at end 2012 in respect 
of ELA-related guarantees has now been eliminated. However, a contingent liability 
remains for any shortfall suffered by NAMA when the IBRC assets over which NAMA 
has a floating charge are sold. 1 

National Asset Management Agency 

1.47 The Minister for Finance has guaranteed 95% of the debt issued by NAMA to pay for 
loans acquired by it from credit institutions. The outstanding amount of debt guaranteed 
at the end of 2012 was €25.4 billion (2011: €29.1 billion). Figure 1.7 shows the level of 
State guaranteed debt held by NAMA at the end of each year from 2010 to 2012. 



Figure 1.7 Movement in NAMA guaranteed debt, 2010 to 2012 



€bn 




2010 2011 2012 



Source: National Asset Management Agency Annual Reports 

Finance Accounts 

1.48 In my annual report for 201 1 , I recommended that the Department of Finance should 
review the level and quality of disclosure in the Finance Accounts so as to increase the 
transparency of public financial information. 

1.49 The Accounting Officer of the Department of Finance agreed with the recommendation. 
He stated that, in its review, the Department of Finance would consult with the 
Department of Public Expenditure and Reform, which has the lead role in relation to 
policy for accounting by government departments. The Accounting Officer stated that 
consideration would be given to the level of additional information to be added to the 
Finance Accounts, having regard to the need not to obscure the fundamental purpose of 
those accounts or delay their production. The extent to which additional government 
financial reporting statements should be developed would also be considered. 

Fiscal Transparency Assessment 

In March 2013, a team from the International Monetary Fund (IMF) visited Ireland, at the 
request of the Secretaries General of the Departments of Finance and Public 
Expenditure and Reform, to evaluate Ireland's fiscal management and reporting against 
the standards in the IMF's newly revised Fiscal Transparency Code. 



1 NAMA acquired certain 
IBRC assets for €12.9 
billion. This is discussed 
further in Chapter 2 
Government Debt. 
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1.51 The report of the IMF Review Team was published on 16 July 201 3. 1 The report 
contains detailed recommendations in relation to a number of areas including the 
nature, content and timing of fiscal reporting and an action plan for implementing the 
recommendations over the period 2013 to 2017. The report's recommendations are set 
out in Annex A. 

1.52 The Government has referred the report and action plan to a Fiscal Transparency 
Assessment Steering Group under the supervision of the Departments of Finance and 
Public Expenditure and Reform for implementation as appropriate. My Office is 
represented on the steering group. 

Conclusions 

1.53 The deficit in State receipts relative to issues fell substantially in 2012 from its peak level 
in 201 1 . Most of the fall is attributable to reduced expenditure for banking stabilisation 
measures. However, a 2012 promissory note payment of just over €3 billion was settled 
without recourse to Exchequer cash through the issue of bonds by the NTMA. 

1.54 The General Government Debt increased by 14% in 2012 to €192 billion. In addition, at 
the end of 2012, the State had commitments of €4.2 billion in respect of public private 
partnership contracts and an estimated €1.1 billion in respect of claims managed by the 
State Claims Agency. It has a further unquantified liability in respect of occupational 
pensions for public sector employees. 

1 .55 There was an increase during 201 2 of just over €6 billion in Exchequer cash and 
financial asset balances and an increase of €1.3 billion in the value of the National 
Pension Reserve Fund. 

1 .56 Other State exposures have fallen. Liabilities guaranteed under the Eligible Liabilities 
Guarantee scheme stood at €73 billion at end-2012, €29 billion lower than end-201 1 . In 
2013, a contingent liability of €16 billion was eliminated following the liquidation of IBRC. 
A contingent liability remains for any shortfall suffered by NAMA when assets of IBRC, 
over which it has a floating charge, are sold. 



1 Fiscal Transparency 
Assessment - Ireland, 
International Monetary 
Fund, July 2013. 
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Annex A Extract from Fiscal Transparency Assessment, 
International Monetary Fund, July 2013 - 
Recommendations 

Glossary 

Term Definition 

C&AG Comptroller and Auditor General 

CBI Central Bank of Ireland 

COFOG Classification of Functions of Government (United Nations) 

CSO Central Statistics Office 

DECLG Department of Environment, Community and Local Government 

DoF Department of Finance 

DPER Department of Public Expenditure and Reform 

ESA 95 Harmonised EU-wide national accounts standard reporting system 

(Eurostat) 

ESA 2010 New system of national and regional accounts to replace ESA 95 

and to be implemented from September 2014 (Eurostat) 

EU Six Pack Six regulations aimed at strengthening the procedures to reduce 
public deficits and address macroeconomic imbalances 

EU Two Pack Specific rules in relation to Eurozone countries' budget review and 
monitoring, and surveillance of distressed Eurozone countries 

FRL Fiscal Responsibility Law enacting the Treaty on Stability 

GDP Gross Domestic Product 

GFSM2001 Government Finance Statistics Manual 2001 (International Monetary 
Fund) 

IFAC Irish Fiscal Advisory Council 

IPSAS International Public Sector Accounting Standards 

MTEF Medium-term Expenditure Framework 

NAMA National Asset Management Agency 

NPRF National Pensions Reserve Fund 

NTMA National Treasury Management Agency 

PPP Public Private Partnership 

SPU Stability Program Update 
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Annex A Extract from Fiscal Transparency Assessment, 
International Monetary Fund, July 2013 - 
Recommendations 

1 . Given the already high degree of fiscal disclosure in Ireland, there is considerable 
scope to enhance further fiscal transparency just by bringing existing fiscal 
information together, including 

■ the Department of Finance's monthly cash-based report on Exchequer 
revenues, expenditure, and financing which covers 91 percent of general 
government revenue 

■ the CSO's consolidated general government operating statement and financial 
balance sheet which it submits to Eurostat on a quarterly and annual basis 

■ information on fixed and financial assets reported on the balance sheets of 
central government departments and agencies, local governments, and public 
corporations 

■ estimates of public service pension liabilities, PPP commitments, guarantees 
and derivatives, contingent liabilities, and tax expenditures from a range of 
sources 

■ forecasts of long-term trends in health and pensions expenditure submitted to 
the EU for inclusion in their Fiscal Sustainability Report and 

■ NTMA, NPRF and NAMA's analysis of the performance of and risk associated 
with their holdings of financial assets and liabilities. 

2. Reforms in ten key areas could therefore bring Ireland's fiscal reporting practices 
into line with international standards and best practices at comparatively low cost 
and within a reasonable timeframe. These are to 

■ expand the institutional coverage of budgets, statistics, and accounts 

■ recognize a wider range of assets and liabilities in balance sheets 

■ incorporate the corresponding accrued flows into fiscal reports 

■ modernize the budget classification and chart of accounts 

■ accelerate the timetable for the submission of the annual budget and accounts 

■ provide a more detailed reconciliation of changes to fiscal forecasts 

■ regularly publish long-term fiscal projections 

■ produce a comprehensive statement of fiscal risks 

■ publish a medium-term asset and liability management strategy and 

■ harmonize financial reporting standards and practices across the public sector. 

3. The actions required to implement these reforms over the next five years are 
summarized below. By the end of 201 7, the ultimate aims of this integrated set of 
reforms would be to 

■ bring the financial activities of all publicly controlled entities into summary fiscal 
reports 

■ present their operations and balance sheets in a consolidated, integrated, and 
comprehensive set of financial statements for the public sector and its sub- 
sectors 
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■ put Ireland in a position to fully comply with ESA95 and GFSM2001 for fiscal 
statistics, meet the additional reporting requirements the EU Six Pack and Two 
Pack and ESA2010, and adopt IPSAS requirements (or their European 
variant) for government accounting 

■ enable the government to track its performance against its national and EU- 
wide general government fiscal rules on a monthly basis 

■ ensure that fiscal forecasts, budgets, statistics, and accounts are presented on 
a consistent and comparable basis and 

■ enhance public recognition of and government accountability for medium and 
long-term fiscal developments and risks. 

1 Expand the Institutional Coverage of Fiscal Reports 

Issue: 126 central government entities whose net expenditure accounts for €6.8 billion 
(4.3 percent of GDP) are currently excluded from the central government budget and 
accounts. A further 297 entities whose net expenditures accounted for at least €16.8 
billion (1 1 .7 percent of GDP) are outside the scope of the general government fiscal 
statistics. 

Recommendation 1: The government should expand the institutional coverage of 
budgets, fiscal statistics, and financial statements by 

a Expanding the coverage of the annual budget documentation to present the 
gross revenues and expenditures of the consolidated central government. 

This will ensure that the annual budget documentation provides the legislature and 
the public with a comprehensive overview of all tax-funded activities of central 
government regardless of whether the entity is classified as a vote, extrabudgetary 
fund, or non-market semi-state body. 

b Combining the Finance and Appropriation Accounts into a consolidated 
Central Government Financial Statement. This reform, which may require 
legislative changes, would provide the Dail, C&AG and the public with a 
comprehensive and accessible summary of the central government's annual 
financial performance relative to the approved budget. 

c Providing an overview of the gross revenues and expenditures of central, 
local, and general government in budget documentation and in-year fiscal 
statistics. This will allow for central and local governments to forecast and monitor 
their performance against the general government expenditure benchmark and 
other fiscal rules included in Ireland's new FRL and "Six Pack" of new EU 
regulations and directives. 

d Preparing fiscal statistics for the consolidated public sector and its 

subsectors. This will provide fiscal policymakers, legislators, markets, and the 
public with a regular and comprehensive overview of the financial position and 
performance of all publicly controlled entities in the economy. 
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2 Recognize a Wider Range of Assets and Liabilities 

Issue: Ireland's consolidated government balance sheet data currently excludes the 
€1 16.8 billion (73.5 percent of GDP) in fixed assets of central and local governments, 
the €116 billion (73.0 percent of GDP) in liabilities associated with public service 
pensions, €4.0 billion (2.5 percent of GDP) in liabilities under PPPs, and the €324.7 
billion (204.3 percent of GDP) in assets and liabilities held by public corporations. 

Recommendation 2: Recognize a wider range of assets and liabilities in 
balance sheets by 

a Revaluing and recognizing accrued pension liabilities of public servants. The 

2009 estimate of the present value of accrued pension benefits of serving or retired 
public servants of €1 16 billion needs to be regularly updated and reflected in the 
central and local government balance sheets. 

b Recognizing government assets and liabilities associated with PPPs. The 

inclusion of these assets and obligations in central and local government balance 
sheets will provide a more comprehensive overview of their financial position. 

c Revaluing and recognizing nonfinancial assets of central government 

departments. Central government departments already include information on their 
fixed asset holdings in their annual Appropriation Accounts, albeit some at historic 
cost, some at replacement cost. Bringing all these valuations up-to-date in line with 
international standards (subject to a de minimis for small or heritage assets) would 
enable central government to include a full balance sheet in the aforementioned 
Central Government Financial Statements. 

d Preparing a financial and full balance sheet for the public sector and its 
subsectors. Existing data on central government, local government, and public 
corporation financial assets and liabilities could already be incorporated into a 
consolidated financial balance sheet for the public sector. Once more up-to-date 
valuations of fixed assets, pension liabilities, and PPP assets and obligations are 
available, these could be incorporated into a full balance sheet showing the overall 
net worth of the public sector as well as general government. 

3 Incorporate Associated Accrued Revenues and Expenses 

Issue: Recognition of the above assets and liabilities in balance sheets allows for the 
incorporation of the related, fiscally significant, flows in summary fiscal reports. At 
present these unrecognized expenses could amount to 1 percent of GDP per year. 

Recommendation 3: Incorporate the corresponding economic flows in 
fiscal documentation by 

a Reflecting changes in accrued public sector pension liabilities in budget 
documentation, statistics, and accounts. Once an estimate of the present value 
of public sector pension liabilities is included in the central and local government 
balance sheets, changes in that valuation, which amounted to approximately €1 
billion can be incorporated as a non-cash flow in central government revenues and 
expenditures. 
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b Incorporating information on the annual flow of government investments and 
payments under PPPs into fiscal projections, budgets, and accounts. 1 The 

inclusion of this information in annual, medium-term, and long-term fiscal 
projections will help to demonstrate the long-term affordability of these 
commitments. 

c Utilizing department-specific depreciation figures in summary statistics and 
accounts. Fiscal statistics and fiscal forecasts currently use an economic measure 
of depreciation, based on the perpetual inventory model, which is €1.8 billion higher 
than the sum of depreciation figures reflected in the accounts of central and local 
government departments. Updating the valuation of fixed assets in central 
government department and local government accounts would allow the latter, 
more accurate, measure to be used in all three fiscal documents and 

d Recognizing valuation changes in public sector assets, liabilities, and 

contingent liabilities in fiscal documentation. Once a comprehensive balance 
sheet for the public sector is prepared, changes in the value of the assets, liabilities, 
and contingent liabilities can be recognized in the relevant sub-sector accounts and 
as a supplementary disclosure in budgets. This will ensure consistent and 
integrated set of financial statements for all sub-sectors and 

e Providing a more comprehensive estimate of revenue foregone from all tax 
expenditures. Annual estimates of the cost of tax expenditures should be 
extended beyond revenue foregone on income and corporation taxes to fully cover 
the estimated 6 percent of GDP in total revenue foregone from all direct and 
indirect tax allowances, reliefs, deductions, and rebates in a manner which does not 
add to the compliance burden on taxpayers. 



4 Modernize the Budget and Accounting Classification 



1 This would mean 
producing a measure of 
public spending that 
recorded privately 
financed investment in 
PPPs as public investment 
at the time the investment 
occurred and also 
recording the investment 
and a corresponding 
liability on the 
government's balance 
sheet. Investment in PPPs 
and investment in 
traditional publicly 
financed investments 
would thus have similar 
effects on the 
government's accounts. 



Issue: The charts of accounts for central government departments, extrabudgetary 
funds and other non-market agencies, local governments, and public corporations are 
not able to automatically generate summary fiscal data in line with international 
reporting standards. This poses a significant obstacle to the preparation of more 
comprehensive, detailed, and comparable fiscal reports. It also inhibits real-time 
monitoring of Ireland's fiscal performance against its national and EU-wide fiscal rules 
which are defined in general government terms. 

Recommendation 4: Bring the classification of fiscal documentation into 
line with international standards by 

a Reorganizing the monthly Exchequer Statement to present gross revenues 
and expenditures and distinguish non-financial and financial transactions. 

This would supplement the current Exchequer Statement and bring its classification 
closer to the ESA 95 and GFSM 2001 presentation. 

b Develop an exhaustive program classification which can be mapped to both 
individual output/impact indicators and COFOG sectors. This would enhance 
departmental accountability to parliament for the use of public resources and 
automate the presentation of international comparable statistics on the functional 
allocation of government expenditure and 
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c Develop a harmonized chart of accounts for all general government and, 
eventually, public sector entities. This would facilitate the automated collection 
and consolidation of detailed fiscal data for the central government, general 
government, and public sector. Such a standardized chart of accounts should 
produce summary fiscal data in line with international standards while also allowing 
entities the flexibility to generate fiscal data for internal management reporting. The 
planned shared services project, which has a financial management component, 
presents an opportunity to rollout such a harmonized chart of accounts across 
central and local governments. 

5 Bring Forward the Timetable for Budgeting, Accounting, and 
Audit 

Issue: The government's audited accounts are currently published too late to inform the 
preparation of the annual budget. The annual budget estimates are submitted too late 
for parliament to debate and approve them before the start of the year to which they 
refer. 

Recommendation 5: Accelerate the production, presentation, and 
approval of the annual budget and accounts in line with current plans by 

a Requiring the government to submit the annual budget to parliament in 
October. This would bring Ireland's budget timetable into line with the Common 
Budgetary Timeline set out in EU Two Pack Regulation concerning the monitoring 
of draft budgetary plans which requires member states to publish their draft central 
and local government budgets by October 15. 

b Requiring parliament to approve the annual budget in December. This would 
give parliament at least two months to scrutinize the draft budget while ensuring 
that all public entities have an approved basis on which to execute their financial 
operations from January 1 . It would also meet the EU Two Pack requirement that 
central and local government budgets be adopted by December 31 . 

c Requiring the government to submit its annual accounts to the C&AG by 
March or an agreed earlier date. This would allow outturn data from the previous 
year's accounts to inform the preparation of the Stability Programme Update which 
needs to be submitted to the EU by end-April and provides the framework for the 
preparation of next year's budget and 

d Requiring the C&AG to submit the audited accounts to parliament by June. 

This would ensure that the annual budget for the next year is prepared on the basis 
of audited outturn figures for the previous year. 

6 Prepare Long-term Fiscal Projections 

Issue: Reducing Ireland's general government gross debt from 121 percent of GDP to 
the targeted 60 percent of GDP will require a long period of tight fiscal policy. In 
addition, Ireland faces growing demographic pressures, with the harmonized European 
estimate suggesting that age-related expenditure will increase by 7.4 percent of GDP by 
2050. However, Ireland's fiscal projections only extend to 2015 — not far enough to 
demonstrate either (i) how and when Ireland expects to meet its debt target or (ii) the 
impact of demographic and other long-term trends on the main fiscal aggregates. 



Report on the Accounts of the Public Services 2012 



Recommendation 6: Regularly publish long-term fiscal projections as 
part of the annual budget documentation 

a Publish the government's own version of a debt-sustainability analysis, 
demonstrating the interaction of the new fiscal rules, extending out 10-20 
years. This will demonstrate what the new rules mean for government expenditures 
and revenue trends, as well as how alternative macroeconomic scenarios influence 
both fiscal aggregates and the interaction of the rules. 

b Augment the internal long-term fiscal projection model and publish its 
projections at least every two-to-three years. This model will demonstrate the 
impact of ageing and health related expenditure pressures, and by including 
detailed entitlement data, will allow the impact of alternative expenditure policy 
changes on the long-term fiscal gap to be assessed. 

7 Reconcile Fiscal Forecast Changes 

Issue: Ireland's medium-term fiscal forecasts contain large revisions from one budget to 
the next. On a no-policy-change basis, between the SPU and 2013 Budget, tax 
revenues were revised down €800 million, and net expenditures were revised up by 
€2.2 billion. This required significant policy changes to remain within the program 
targets. While the 2013 Expenditure Report provides a detailed breakdown of changes 
to departmental expenditure ceilings since the last budget, it is difficult to understand 
the net impact of (i) changes in macroeconomic environment, (ii) changes to revenue 
and expenditure policies, and (iii) other technical or accounting changes on the fiscal 
forecast. 

Recommendation 7: Provide a more comprehensive reconciliation of 
changes to key fiscal aggregates between successive fiscal forecasts. 

This can be done by comparing successive vintages of revenue and expenditure 
forecasts, and breaking down the variations in those forecasts between 
macroeconomic, policy, and technical changes. This will provide greater transparency 
about the factors that are driving changes to the forecast and how government policy is 
responding to them. It will also help to reinforce the credibility of the multi-year 
expenditure ceilings laid out in the MTEF by demonstrating that any new expenditure 
pressures or policies are being accommodated within those ceilings. 

8 and 9 Enhance Fiscal Risk Analysis 

Issue: The government publishes information on a wide range of fiscal risks, but the 
value of the information is diminished by being scattered among many documents 
published by many agencies. Moreover, much of the information is reported not by the 
ministries responsible for fiscal management — the Department of Finance and the 
Department of Public Expenditure and Reform — but by "outsiders" such as the 
Comptroller and Auditor-General, the Irish Fiscal Advisory Council, and the Central 
Bank. 
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The improvements in fiscal reporting discussed above would bring together much 
information relevant to an assessment of risk in two reports. Fiscal statistics for the 
public sector would allow a bird's-eye view of risks related to public corporations. 
Publication of financial statements and notes for consolidated central government 
would, among other things, generate integrated information on the government's assets 
and liabilities and notes on the risks around them. 

However, those improvements will take time and will not be enough to bring together all 
the relevant information on fiscal risks into one place. Two new reports could help fill the 
gap: a comprehensive statement of fiscal risks and a report on the management of the 
government's portfolio of assets and liabilities. 

Recommendation 8: The Department of Finance should publish as part of 
budget documentation a comprehensive annual statement of fiscal risks 
that include sections on 

a Macroeconomic analysis of risk (drawing on existing analysis published in the 
Medium-Term Fiscal Statement, the Stability Programme Update, and IFAC's 
Fiscal Assessment Report). 

b Specific revenue risks not reflected in macroeconomic analysis (Medium-Term 
Fiscal Statement). 

c Contingent liabilities, including guarantees, insurance, callable capital, 
indemnities, litigation, etc (Finance Accounts, C&AG report, Appropriation 
Accounts). 

d Risks related to the financial sector in addition to those related to explicit 
guarantees (CBI Macro-Financial Review). 

e Risks related to values of assets and liabilities and associated cash flows, 
including debt, derivatives, financial assets, pensions, provisions, and PPPs 

(annual reports of NTMA, NPRF, State Claims, C&AG report). 

Recommendation 9: The Department of Finance or NTMA should publish 
an annual report on the government's strategy for the management of its 
portfolio of assets and liabilities, including debt, the NPRF fund, and 
shares in financial and nonfinancial corporations. 



10 Harmonize Financial Reporting Standards and Practices 



1 However, the 
Government Accounting 
Section in the Department 
of Public Expenditure and 
Reform is responsible for 
prescribing accounting 
procedures for preparing 
the Voted accounts 
subject to the overarching 
provisions of the 
Exchequer and Audit 
Departments Act, 1866. 



Issue: There is no permanent official or unit in the Irish administration responsible for 
setting and enforcing financial reporting standards across the public sector. 1 As a result, 
there is no uniform set of accounting rule and procedures applying to government 
departments, extra budgetary funds, semi-state bodies, local governments, and public 
corporations. This makes consolidating government-wide financial information and 
promoting system-wide improvements in financial reporting practices very costly and 
time-consuming. 
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Recommendation 10: Establish a permanent government financial 
reporting unit in the DoF or DPER headed by a Chief Financial Officer 
(CFO) or Director of Government Accounting (DGA). 

This may also require legislative changes to give the required authority to the 
CFO/DGA. The CFO/DGA should be appropriately qualified with considerable 
accounting, financial reporting and other relevant experience. He should be supported 
by a small group of finance professionals and be responsible for 

a Setting financial reporting standards for all public sector entities, based on 
international and European accounting and statistical standards 

b Enforcement of those standards in the preparation of in-year and year-end 
financial reports by public sector bodies 

c Preparation and transmission of the proposed consolidated Central 
Government Financial Statements to the C&AG for audit 

d Cooperation with the CSO, DECLG, CBI, and other public entities on the 
preparation of fiscal statistics for the general government and public sector 
and 

e establishing and maintaining professional standards for the government 
accounting profession. 

The Fiscal Transparency Action Plan appended to the report breaks each of these 
recommendations down into the sequence of specific actions that could to be taken 
over the next five years to implement these recommendations and identifies the 
agencies responsible for each. 
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Government Debt 



2.1 Revenues from taxation and other charges representee primarysource of State 

funding. The State also engages in a range of borrowing activities tosupplementthis 
funding. This report outlines the trend and composition of the debtfunding and the cost 
of debt service. It also outlines developments in relation to Ireland's return to the 
sovereign debt market. 



General Government Debt 



2.2 The mostcomprehensive measure of governmentdebt is General Government Debt 
(GGDebt), an internationallystandardised measure of debtwhich all EU countries are 
legallyobliged to use for their twice-yearly reporting of government deficit and debt 
underthe Maastricht Treaty. The GGDebt is defined by EU regulations as the total 
gross debtat nominal value outstanding atthe end of the year of the consolidated 
general governmentsector — that is, the total gross debt owed by all government 
bodies to third parties outside government. 1 Debtthat one government body owes 
anotherdoes not count towards the GGDebt. 



2.3 In Ireland, the general governmentsector includes mostpublicsectorbodies, butnot 
the publiclyowned banks, NAMA Investment Ltd, and those commercially-operated 
State companies which cover a majority of their operating costs through sales. The 
composition of the GGDebt is set out in Figure A1 in Annex A. 

2.4 The GGDebt stood at approximately €192 billion atthe end of 2012 — an increase of 
almost 14% since 201 1 . The significant upward trend in GGDebt since 2007 is setout in 
Figure 2.1 . 

Figure 2.1 Trend in General Government Debt, 2007 to 201 2 8 



1 Specifically, GGDebt is 
defined as the 
consolidated liabilities of 
the general government 
sector in the following 
European System of 
Accounts 1995 (ESA95) 
categories: currency and 
deposits; securities other 
than shares excluding 
financial derivatives; and 
loans. 




2007 



2008 



2009 



2010 



2011 



2012 



Source: Annex A, Figure A1 

Note: a The GGDebt calculation is a statistical process. Consequently, 
amounts are subject to rev is ion. 
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GGDebt as a proportion of GDP 

2.5 The ratio of GGDebt to gross domestic product (GDP) is a standard sustainability 
measure applied forthe purposes of comparison across the EU. The GGDebt as a 
proportion of GDP rose from 25% in 2007 to 11 7% of GDP in 2012 (see Figure 2.2). 



Figure 2.2 GGDebt as a proportion of GDP, 2007 to 2012 
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Source: Annex A, Figure A2 

The overall governmentdebtto GDP of the Euro area (EA17) was 91% at end 2012. 
The GGDebt for EU27 area was 85%. 1 At the end of 201 2, the lowest ratios of 
governmentdebtto GDP were recorded in Estonia (1 0%), Bulgaria (1 9%) and 
Luxembourg (21%). Justsixmemberstates recorded an improvement in their 
government debt relative to GDP in 201 2. 2 

Gross National Debt 

The largestcomponentofthe GGDebt is the gross national debt, which is debtarising 
from borrowings ofthe Exchequer, undertaken by the National Treasury Management 
Agency (the Agency). This stood at €1 61 .5 billion at the end of 201 2. From end 2012 to 
end June 201 3, this increased by a further 24% to €199.7 billion. 3 

Figure2.3 illustrates the trends inthe major components ofgross national debtfrom 
2007 to end June2013. 

1 The EU27 represents all 
member States in the EU 
including those that have 
not adopted the Euro 
currency. There are now 
28 countries in the EU 
since Croatia joined in July 
2013. See Annex A, 
Figure A3. 

2 Denmark, Greece, 
Latvia, Poland, Hungary 
and Sweden. 




2.7 



3 End June 2013 figures 
have not been audited. 
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Figure 2.3 Gross National Debt at redeemable par values, 2007 to 201 2 (year- 
end) and at end June 201 3 
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Source: Annex A, Figure A4 

Debt Market 

2.9 The yield on Irish government bonds is a key determinantofwhen Ireland can borrow in 
the market. 1 The yield on Irish debt compared to those of Germany, began to diverge 
substantiallyfrom mid-2010 (see Figure 2.4). As a result, from September 20 10 to July 

201 2, the Agency did not actively seek new funding in the bond markets. 

2.10 In July 2012, the Agency returned to the short-term debt market with an auction of 
three-month treasurybills. The Agency helda total of eleven suchauctions byend July 

2013, issuing €500 million by competitive auction on each occasion. The annualised 
yield at the first auction in 201 2 was 1.8% and had reduced to 0.2% by the July 201 3 
auction. 




1 The yield is the return 
investors will receive for 
holding the bonds. 



Source: 
Note: 



National Treasury Management Agency (Bloomberg and NTMA calculations) 

Where a ten y ear I rish bond y ield is not av ailable, a sy nthetic y ield is deriv ed f rom y ields on other 
Irish government bonds f orthat period. 
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2.11 During 201 2, the Agency also re-entered the bond market. Details of developments are 
outlined below. 

Medium and Long Term Debt 

2.12 Medium and long-term debtatend June 201 3 accounted for 89% of the gross national 
debt. It comprised mainlyborrowings in theform of governmentbonds 1 (€1 15.5 billion) 
and loans underthe EU-IMF Programme of Financial Supportfor Ireland which was 
agreed in late 201 (€61 .6 billion) 2 

Fixed Rate Bonds 

2.13 Since market re-entry the following bond sales have taken place 

■ €2.894 billion (nominal value) of a new5.5% treasury bond maturing in 201 7 sold at 
a yield of 5.9% on 26 July 2012 

■ €1 .299 billion (nominal value) of an existing 5% treasury bond maturing in 2020 
sold at a yield of 6.1 % on 26 July 201 2 

■ €2.5 billion (nominal value)ofa 5.5% treasury bond maturing in 201 7 sold ata yield 
of 3.316% on 8 January2013 

■ €5 billion of a new 10-year bond maturing in 2023 sold ata yield of 4.15% on 13 
March 2013. 

2.14 In December 201 2 and March 2013, the Agency cancelled a total of€1 billion of the 5% 
bond due to mature on 18 April 2013. In July2013.it cancelled €750 million of the 4% 
bond dueto mature on 15 January2014. 



1 At end June 2013, 
government bonds 
comprised of fixed rate 
bonds, floating rate bonds 
and amortising bonds. 

2 The Government 
agreed, on 28 November 
2010, to a three-year 
financial support 
programme from the 
International Monetary 
Fund (IMF), the European 
Commission and the 
European Central Bank 
(ECB). 

3 A tap issue is a bond 
issue announced one hour 
in advance on Bloomberg 
indicating the nature, price 
and size of the amortising 
bonds. The off er is usually 
available for only two 
hours. 



2.15 During 201 2, the Agency also offered investors the opportunity to exchange existing 
holdings of shorter — dated bonds into bonds with longer maturities. As a result, the 
maturity of €3.53 billion of bonds (dueto mature in 2014)was extended by one year to 
2015and a further€1.04 billion of existing holdings ofbonds (dueto mature in 2013and 
2014) were exchanged for bonds with longermaturities (201 7 and 2020). 

Amortising Bonds 

2.16 On 23 August2012,the Agency issued a new product — amortising bonds via a 'tap' 
issue. 3 Amortising bonds make equal annual payments (comprising principal and 
interest) over their lifetime, and are designed to meetthe needs of the pension industry. 
The average yield achieved was 5.91% and the final maturity terms were between 15 
and 35 years. Of the governmentbonds in issue atend 2012,justover €1 billion 
related to amortising bonds. This rose to just over €1 .2 billion by end June 2013. 

Impact of promissory note activity on national debt 

2.17 The level of governmentbonds in issue increased atend March 2012 when bonds were 
issued to meeta promissory note payment of €3.06 billion dueto Irish Bank Resolution 
Corporation Limited (IBRC). As the market price of the bonds atthe time was justover 
€88 per €100 nominal, the Agency issued bonds with a nominal value of €3.46 billion in 
orderto meetthe payment. The yield on the bonds and, therefore, the effective interest 
rate on the repayment of the €3.06 billion, was justover6.8%. 
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2.18 The level of government bonds increased again in February2013, as a resultof the 
liquidation of IBRC. 1 The promissory notes held bythe Central Bank of Ireland as 
collateral for lending to IBRC were replaced with government bonds on 8 February 
2013. For this purpose, eight new floating rate bonds with a total value of €25.034 
billion were issued bythe Agency to the Central Bank of Ireland with maturities ranging 
from 25 to 40 years. The first of these bonds is due to mature in 2038 and the 
remaining bonds are due to mature every two years thereafter between 2041 and 2053. 
The bonds will pay interest every six months (June and December) based on the 6- 
month E u ri bo r interest rate plus a fixed interest margin which averages 2.63% across 
the eight issues (between 2.50% and 2.68%). 

EU-IMF Programme of Financial Support 

2.19 Ireland's EU-IMF programme provides fortotal funding of €85 billion, made up of€1 7.5 
billion from the State's own resources, and €67.5 billion from EU facilities, the IMF and 
bilateral loans. The nominal debt liabilityoutstanding atend June2013 was almost 
€61 .6 billion as setout in Figure 2.5. 2 This represents 91 % of the external funding 
available. 



Figure 2.5 EU-IMF Programme of Financial Support for Ireland, December 201 2 
and end June 201 3 a 



1 On 7 February 2013, 
joint special liquidators 
were appointed to IBRC. 

2 While the nominal 
liability at end June 2013 
was €61.6 billion, the 
Exchequer draw down was 
€61.4 billion after 
adjustment for below par 
issuance, deduction of the 
pre-paid margin and the 
effect of foreign exchange 
transactions. 

3 Fixed rate debt also 
includes EFSF loans 
disbursed as part of the 
EFSF's pooled funding 
mechanism. The cost of 
these EFSF pooled loans 
is related to the EFSF's 
cost of funds in managing 
the pool and can change 
from time to time. 



Lender 



IMF 

EFSF C 

EFSM 

Bilateral loans d 
Total 



December 2012 

€ million Average term 
(years) b 

19,030 7.5 

12,214 11.7 

21,700 12.4 

2,954 7.5 



End June 2013 

€ million Average term 
(years) b 

21,106 7.5 

14,614 20.8 

21,700 12.4 
4,142 7.5 



55,898 



10.3 



61,562 



12.4 



Source: National Treasury Management Agency 

Notes: a The balances are stated net of currency hedging transactions, 
b Weighted average term from date of drawdown. 

c The EFSF figures are shown net of a prepaid margin of €530 million. (The total aggregate 

liability including the prepaid margin atend June 2013 was €62.09 billion), 
d The bilateral loans are with the United Kingdom, Denmark and Sweden. 

2.20 In 201 1 , an agreementwas reached to reduce the interest margins and extend 
maturities forloans granted bythe European Financial Stability Facility (EFSF) and 
European Financial Stabilisation Mechanism (EFSM). Subsequently, the interest 
margins on the bilateral loans were also reduced. In April 201 3, EU and euro area 
Finance Ministers agreed in principle to extend further the weighted average life of 
borrowings under both the EFSF and the EFSM. The revised maturity dates of the 
EFSF loans were agreed in June 201 3 and are reflected in Figure 2.5. While the revised 
maturity dates of individual EFSM loans will only be determined as they approach their 
original maturity dates, it is not expected that Ireland will have to refinance any of its 
EFSM loans before 2027. 

2.21 The all-in fixed euro equivalentcostestimated bythe Agency (which takes account of 
related hedging) on the programme loans as atend June 201 3, was 3.2%. €51 .9 billion 
of the total €61 .6 billion was affixed rates and the balance at floating rates 3 
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Maturity Profile 

2.22 Medium and long term debthas various maturity dates. At end June2013,the residual 
maturity of fixed rate governmentbonds in issue ranged from underoneyearto 12 
years while the maturity of amortising bonds ranged from 14 to 34 years and the 
maturity of floating rate bonds ranged from 25 to 40 years. The longest maturityfor 
borrowing underthe EU-IMF programme is currentlyjustover 29 years. 

2.23 Figure 2.6 shows the residual maturity profile of governmentbonds (fixed rate, 
amortising and floating rate) and funding underthe EU-IMF programme (totalling €1 77 
billion)atend June2013. 



Figure 2.6 Residual maturity profile of government bonds and EU-IMF 
programme funding held at end June 2013 a 
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Source: Annex A, Figure A5 

Notes: a The EU-IMF Programme balances are shown net of currency hedging transactions where 
relevant. 

b EU-IMF loans reflect maturity extensions agreed in June 2013. 
c Fixed rate bonds include amortising bonds. 



Short Term Debt 



2.24 Short-term debt is debt with an original maturityof less than one year. At end June 
201 3, short-term debt comprised mainlyborrowings in the form of exchequer notes, 
treasury bills and the Euro commercial paper programme. At end 201 1 , NAMA held 
79% of the total short-term debt in issue in the form of exchequer notes (€2.3 billion), 
However at end 2012, NAMA did not hold any exchequer notes. 



2.25 Figure 2.7 compares the maturity profile of short-term debtat end 2007 and end June 
2013. 
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Figure 2.7 Maturity profile of short term debt, December 2007 and end June 2013 



End Dec 2007 €3.3 bn End June 2013 €5.9 bn 




Source: Annex A, Figure A6 

Promissory Notes 

2.26 In 2010, as part of the process of bank capitalisation, the Minister for Finance issued 
promissory notes to the value of €30.85 billion to IBRC and the Educational Building 
Society (EBS). 1 The net effect of this measure was to create State debt outside the 
Agency-managed gross national debt. At the end of 2012, the outstanding nominal 
value of the promissory notes was €25.3 billion. 

2.27 The State did not have an immediate outlayof cash when it issued the promissory 
notes. Underthe terms of the notes, instalments equal to 1 0% of the amounts 
outstanding at31 December2010 were to be madeannuallyon setdates. 2 Interest 
accrues on the amounts outstanding. The first payments were made from the Central 
Fund in 2011. 

2.28 The instalments in 2012 were metby two transactions 

■ The Agency issued bonds maturing in 2025 with a nominal value of €3.46 billion to 
meetthe paymentof €3.06 billion dueto IBRC. 

■ €25 million was paid outof the Central Fund in respect of the promissory notes 
issued to the EBS. 

IBRC Liquidation 

On 7 February 201 3, the Irish Bank Resolution Corporation Act 201 3 was passed and 
jointspecial liquidators were appointed to IBRC. When the liquidators were appointed 
the Central Bank of Ireland became the beneficial ownerof collateral used by IBRC for 
lending from the Central Bank of Ireland which included the promissory notes. 

The floating rate bonds issued bythe Agency as a replacementforthe promissory notes 
were valued at€25.034 billion, which was equivalentto the nominal value ofthe 
promissory notes. 



2.30 



1 Promissory notes were 2 29 
issued to three institutions 
-Anglo Irish Bank, Irish 
Nationwide Building 
Society (INBS)and EBS. 
Anglo and INBSwere 
subsequently merged into 
IBRC. 

2 Payments were due on 
31 March to IBRC and 17 
June to EBS (or on the 
next business day when 
these dates are not 
business days). 



36 



Report on the Accounts of the Public Services 2012 



2.31 The Central Bank of Ireland is now the beneficial ownerofthe bonds issued to meetthe 
2012 IBRC promissory note instalmentand alsothe bonds issued in February2013to 
replace the IBRC promissory notes. These are held by the Central Bankof Ireland in a 
special portfolio and can be sold when financial stability conditions permit. 

2.32 The nominal value of the promissory notes outstanding at 30 June 201 3 was €214 
million. These relate to EBS. The movementinthe nominal value of promissory notes 
between 2010 and June 2013 is outlined in Figure 2.8. 



Figure 2.8 Nominal value of banking-related promissory notes as at 
17 June 2013 





IBRC 


EBS 


Total 




€m 


€m 


€m 


Value of promissory notes issued 


30,600 


250 


30,850 


Payments in 201 1 a 


(3,060) 


(25) 


(3,085) 


Nominal value at end 2011 


28,094 


239 


28,333 


Payments in 201 2 a 


(3,060) 


(25) 


(3,085) 


Nominal value at end 2012 


25,034 


227 


25,261 


Payments in 201 3 a 




(25) 


(25) 


Cancellations in 201 3 b 


(25,034) 






Nominal value at June 2013 




214 


214 



Source: Department of Finance 

Notes: a There was an interest holiday on the IBRC promissory notes between 1 January 
2011 and 31 December 2012. Where relevant, the pay ments made include an 
element of principal and interest. The nominal value of promissory notes 
reduced by the principal element of the pay ment each year. 



b The cancellation relates to the issue of floating rate bonds to replace the IBRC 
promissory notes. 



Debt Service Costs 



2.33 The debt service cost disclosed in the Agency's accounts for2012 is almost€6.5 billion 
when measured on a cash basis. However, when account is taken of a transferof €646 
million from currentfunds to a statutory sinking fund, the servicing outlay was €5.8 
billion. 1 



2 The accruals basis 
recognises the costs 
incurred rather than those 
paid and does not take 
account of sinking fund 
movements. 



2.34 Measurement of debt service costs on a cash basis masks the effect of servicing 

obligations which had accrued byyear end but remained to be discharged. When the 
debt service cost is measured on an accruals basis, the servicing costfor 201 2 was 
€6.3 billion. 2 The equivalent costfor 201 1 was €5.3 billion — a 19% increase year-on- 
year. 



1 The sinking fund is used 
to repay debt. 



2.35 The gross national debtincreased by284% between 2007 and 2012. The costof 

servicing the debt, when measured on an accruals basis, rose bya similar rate in the 
same period from €1 .6 billion to€6.3 billion. 
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Average Cost of Borrowing 

2.36 At end June 201 3, three components accounted for over 96% of the gross national 
debt. 

■ Government bonds accounted for 58% of the gross national debt. Fixed rate bonds 
and amortising bonds accounted foralmost45% of the debtat an average interest 
rate of 4.79%. 1 The floating rate bonds accounted for 13% at an interestrate of 
2.95% at the time of the first interest payments in June 201 3. 2 

■ Borrowing underthe EU-IMF programme accounted for just under one third of the 
gross national debt. The estimated all-infixed euro equivalent cost at end June 
2013, after taking account of hedging costs, was 3.2%. 

■ State savings schemes accounted forjustover 7% of the borrowings. The two 
biggest schemes (savings bonds and savings certificates - accounting for almost 
75% of those borrowings) had maximum interest rates of between 1 .32% and 
2.1 1 % for new investments down from 3.23% and 3.53% in 201 1 . 

2.37 The Agency estimates thatthe weighted average costof servicing the gross national 
debt was 3.8% at end June2013. At that date, around 80% of debt was affixed rates, 
including debtwhere hedging had been undertaken. The balance ofthe debt was at 
floating interest rates. 

2.38 The interestrate on the remaining EBS promissory notes is a fixed rate of 5.46%. 

Cash and Other Financial Assets 

2.39 Ireland's national debtis defined bythe Agency as the gross national debtincurred by 
the Exchequer, less cash balances and otherfinancial assets. 

2.40 Cash and otherfinancial assets totalled €23.8 billion at end 201 2 and at end June 201 3, 
their combined value was €30.6 billion (see Figure 2.9). This reflects an increase of 
over 28% since end 201 2. The Agency has said thatit is the stated intention to have 
twelve to fifteen-months of advance funding in place when the EU-IMF Programme 
reaches its conclusion atthe end of 201 3. 



1 This is the nominal 
interest rate which differs 
from they ield. 

2 This equates to an 
interest rate of six month 
euribor plus an average 
margin of 263 basis points. 
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Figure 2.9 Cash and other financial assets, 2007 to 201 2 and end June 201 3 a 



2007 2008 2009 2010 2011 2012 Jun-13 

€m €m €m €m €m €m €m 

Exchequer account 3,997 21,269 21,026 11,399 13,099 15,280 14,077 
Capital Services 

Redemption Account — — — 600 — — 59 
Housing Finance Agency 

commercial paper — — — 3,585 3,848 3,982 3,869 
Bank deposits (including 

collateralised deposits) 490 790 790 580 30 3,020 10,064 

Non-Irish treasury bills _____ ^045 1,991 
Collateral deposited with 

counterparties — — — — 715 523 585 

Total 4,487 22,059 21,816 16,164 17,692 23,850 30,645 

Source: National Treasury Management Agency 

Note: a End June 2013 figures have not been audited. 

2.41 While €1 9.3 billion of the €23.8 billion in cash and other financial assets held at end 

2012 was available to the State immediately or at short notice, €3.98 billion of Housing 
Finance Agency guaranteed notes were not readilyrealisable. €523 million used to 
fund collateral deposited with derivative counterparties undercreditsupport 
agreements, while notreadilyrealisable, will be realised with changes in the market 
value of related derivatives or as the derivatives mature. 



2.42 At end June 201 3, almost46% of cash and other financial assets were held as cash on 
depositinthe Central Bank. Cash balances held inthe Exchequeraccountatthe 
Central Bank are rewarded at the Euro Overnight Index Average rate (EONIA). The 
average EONIA rate in June 201 3 was 0.09%. 

2.43 At end June 201 3, the Agency had invested a portion of available cash balances in 
short term bank deposits, (including collateralised deposits) and non-Irish TreasuryBills. 
These investments earn a higher rate of return than EONIA but may also carry a higher 
risk. 



Bank Deposits 

2.44 At end 201 2, the Agency held bank deposits (including collateralised deposits) of over 
€3 billion in Irish financial institutions. By end June 2013, the level of deposits had 
increased to over €10 billion. 



2.45 The Agency has said that, in orderto manage counterparty credit risk, it may receive 

collateral such as government bonds forcash placed on deposit. The Agency increased 
its collateralised deposits to almost€6.2 billion by end June 201 3. At end June 201 3, 
the overall weighted average maturity remaining on these deposits was 45 days. 



Non-Irish Treasury Bills 



2.46 



At end 201 2 the Agency held over €1 billion in non-Irish treasury bills with remaining 
maturities ofbetween45and 150 days. 
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Collateral Deposited with Derivative Counterparties 

2.47 In order to mitigate the risk of counterparty default in derivative transactions and to 
optimise marketaccess, the Agency enters into credit supportarrangements with its 
marketcounterparties. The party to a portfolio of derivative contracts who is 'out of the 
money, is required to deposit collateral with its counterparty. As a result, €523 million 
was deposited as collateral with derivative counterparties atthe end of 201 2. 1 

2.48 The transfer of collateral is subjectto an obligation on the part of the counterparty to 
return collateral in line with changes in marketvalues or undercertain circumstances 
such as a defaultor termination of contracts and upon maturity. The provider of 
collateral is entitled to deposit intereston cash balances posted. The Agency 
established a bank account in the Central Bank in 2010 to facilitate these transactions. 
Since then, when required, the account is funded by the Exchequer. 

2.49 In addition to undertaking hedging transactions relating to the national debt, the Agency 
is the counterparty for the derivative positions of the National Asset Management 
Agency (NAMA). In March 201 2, the Agency entered into an agreement with NAMA 
underwhich NAMA may be required to postcollateral. In June 201 2, NAMA made its 
first collateral posting underthis agreement. The amountposted byNAMA at end 2012 
was€1 .15 billion. By end June 201 3 this had reduced to € 916 million. 



Conclusions 



2.50 The GGDebt has been increasing rapidlyyear-on-yearsince2007. It increased by 
almost14%in2012to€192 billion. The ratio of GGDebt to GDP has also risen rapidly 
from 25% of GDP at end-2007to91% in 2010 and to 117% in 2012. 

2.51 The main component of the GGDebt is cumulative borrowing undertaken bythe Agency 
on behalf of the State. At end 2012, this borrowing totalled €161 .5 billion compared with 
€136.8 billion atend 201 1 . The increase in gross national debtof€24.7 billion (18%) 
was applied as follows 

■ €14.9 billion to fund the exchequer deficit 

■ €3.5 billion to meetthe payment due on IBRC promissory notes 

■ €6.2 billion increase in cash and otherfinancial assets 

■ €0.1 billion forother factors including some differences between the proceeds of 
borrowing and the nominal liabilityof those borrowings. 

2.52 At end June2013, the gross national debthad risen to almost€200 billion. Two thirds 
of the increase was due to the cancellation of the promissory notes provided to IBRC 
and their replacementwith floating rate bonds issued bythe Agency (€25 billion). The 
balance was mainlydueto further EU-IMF Programme drawdowns and the issue of 
fixed rate and amortising bonds as well as short term debt. 



1 This is the net of 
collateral posted of €1.954 
billion and collateral 
received from NAMA of 
€1.15 billion and other 
counterparties of €281 
million. 



2.53 The nominal value of promissory notes at end June 201 3 was €0.2 billion in respect of 
EBS. 

2.54 The Agency estimates thatthe weighted average cost of servicing the gross national 
debt was 3.84% at end June 201 3 (4.1 % in 201 1 ). At end June 201 3, around 80% of 
the debt was affixed rates, including debtwhere hedging had been undertaken. The 
rest of the debt was at floating interest rates. 
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2.55 At end 201 2, the Agency held cash and other financial assets of€23.8 billion. By end 
June 201 3 this had risen by over 28% to €30.6 billion and included 

■ cash in the Central Bank Exchequer account of €14.1 billion 

■ deposits (including col lateral ised deposits) of€1 0.1 billion with commercial banks 

■ non-Irish treasurybills of almost€2 billion. 

2.56 The significant increase in cash and otherassets is driven by the State's intention to 
have sufficient advance funding in place by end 201 3 to cover twelve to fifteen months 
of Exchequer financing needs when the EU-IMF Programme comes to an end. The 
return on cash and related assets is lowerthan the average costof borrowing. As a 
resultthere is a cost associated with maintaining high levels of cash balances. 

2.57 No specific monetary limit on the level of advance Exchequer funding is set by the 
Ministerfor Finance. 
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Annex A 



Figure A1 Composition of General Government Debt at year-end, 2007 to 2012 
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Promissory notes 








30,850 


28,333 


25,261 
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71,024 


95,644 


139,092 


164,319 


187,613 


Other Central Government 


























Post Office Bank Fund Deposits 


1,303 


1,770 


1,892 


2,330 


2,512 


2,770 


Non-commercial State Bodies d 


586 


875 


795 


543 


569 


492 


Westlink Buy-Out 




560 


510 


460 


410 


360 


Other Central Government contribution 


1,889 


3,205 


3,197 


3,333 


3,491 


3,622 


Housing Finance Agency 


Gross debt 


4,338 


4,992 


4,941 


4,512 


4,414 


4,501 


Less liabilities to central government 
bodies and local authorities 


(523) 


(487) 


(212) 


(3,832) 


(4,030) 


(4,166) 


Housing Finance Agency contribution 


3,815 


4,505 


4,729 


680 


384 


335 


Local Government 


Gross debt 


4,744 


5,403 


5,660 


5,617 


5,448 


5,358 


Less liabilities to Housing Finance 
Agency and other central government 
bodies 


(3,862) 


(4,534) 


(4,686) 


(4,558) 


(4,416) 


(4,469) 


Local Government contribution 


882 


869 


974 


1,059 


1,032 


889 


Total e 


47,150 


79,603 


104,544 


144,164 


169,226 


192,459 



Source: Central Statistics Office 

Notes: a GGDebt reported to the EU is stated at nominal values. Certain debt, such as commercial paper, is 
issued at a discount to its nominal value, but the nominal value is reported for GGDebt purposes. 

b Small Savings Reserve Fund and national loans advance interest, 
c Repurchase agreements, collateral and OPW contracts, 
d Including voluntary hospitals and HSE. 

e This excludes other exchequer liabilities including commitments in respect of public private partnership 
contracts in place at year end and accrued pension entitlements. 
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Figure A2 GGDebt as a proportion of GDP, 2007 to 2012 



Ratio 
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2009 


2010 


2011 


2012 
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€m 


€m 


€m 


€m 


€m 


GGDebt 


47,150 


79,603 


104,544 


144,164 


169,226 


192,459 


GDP 


189,655 


180,249 


162,284 
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162,600 


163,938 


GGDebt: GDP 


25% 


44% 


64% 


91% 


104% 


117% 



Source: Central Statistics Office 



Rgure A3 Eurozone GGDebt as a proportion of GDP, 2012 
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Source: European Commission Euorstat news release euro indicators - 22 July 2013 
Note: a Details are not available for Croatia. 
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Figure A4 Cumulative borrowing at redeemable par values, at year ended 2007 to 2012 
and end June 201 3 a 
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2013 
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Medium/ long term debt 
















Government bonds 
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90,102 


85,310 


87,853 


115,465 


EU-IMF programme funding c 










34,629 


55,898 


61,562 


Other 


615 


483 


670 


673 


673 


772 


772 


Short term debt d 


3,286 


21,783 


16,261 


6,972 


2,920 


2,690 


5,905 
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1,696 


786 
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State savings schemes f 


4,941 


5,723 


7,396 


10,338 


11,546 


13,483 


14,859 


Gross national debt 


42,047 


72,457 


96,968 


109,609 


136,774 


161,482 


199,657 



Source: National Treasury Management Agency 

Notes: a End June 2013 figures have not been audited. 



b Original maturities of more than one year. 

c The balances are stated net of currency hedging transactions. 

d Original maturities of one year or less. 

e The main element of this borrowing relates to the Post Off ice Savings Bank Fund, 

f Maturities up to ten years. 



Figure A5 Residual maturity profile of government bonds, at year ended 2007 to 201 2 
and end June 201 3 a 



Duration 


2007 


2008 


2009 


2010 


2011 


2012 


End 

June 
2013 




€m 


€m 


€m 


€m 


€m 


€m 


€m 


Under 5 years 


5,939 


15,931 


25,687 


28,298 


33,670 


30,548 


27,929 


5 to 1 years 


11,928 


11,857 


29,296 


53,520 


43,356 


44,733 


49,784 


Over 10 years 


13,080 


14,075 


15,875 


8,284 


8,284 


12,572 


37,752 


Total 


30,947 


41,863 


70,858 


90,102 


85,310 


87,853 


115,465 



Source: National Treasury Management Agency 

Note: a End June 2013 figures have not been audited. 
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Figure A6 Maturity profile of short-term debt, end December 2007 to 201 2 and end June 

201 3 a 



Duration 


2007 


2008 


2009 


2010 


2011 


2012 


End 
June 
2013 




€m 


€m 


€m 


€m 


€m 


€m 


€m 


Less than one month 


2,376 


3,880 


4,561 


2,186 


2,796 


1,147 


2,297 


One to three months 


711 


5,518 


8,628 


3,286 


106 


1,417 


1,947 


Three to six months 


198 


5,803 


2,913 


1,392 


18 


93 


1,194 


Over six months 


1 


6,582 


159 


108 




33 


467 


Total 


3,286 


21,783 


16,261 


6,972 


2,920 


2,690 


5,905 



Source: National Treasury Management Agency 

Note: a End June 2013 figures have not been audited. 



Financial Commitments under Public 
Private Partnerships 



3.1 A public private partnership (PPP)is a contractual arrangement between publicand 
private partners for the delivery of public infrastructure and/or public services. 
Commitments under PPPs give rise to financing obligations usuallyextending over 25 to 
30 years. 

3.2 This report has been compiled to provide information aboutthe financial commitments 
entered into by central Government departments and agencies in respect of PPP 
contracts. 

3.3 A requestfor information was issued to each department/agency with commitments 
under PPP contracts. Information sought included expenditure to date, estimated 
commitments under PPP projects, and information on significantdevelopmentsin 2012. 
The Departmentof Public Expenditure and Reform and the National Development 
Finance Agency (NDFA) were also consulted. 



Summary of Expenditure and Commitments 

3.4 Annex A lists the major PPP projects, as at end December 201 2, in respect of which 
central Government departments and agencies had entered into contracts as the 
sponsoring agency, or otherwise had financial commitments to the projects. 1 A 
summaryof expenditure and outstanding commitments attheend of 2012 is setout in 
Figure 3.1. 



Figure 3.1 Expenditure and commitments under PPP contacts at end 201 2, by sponsor 



1 Major projects are 
those where the capital 
cost of asset creation 

was €20 million or more. 



De partment/Agency 


Number of 


Expenditure to date 


Outstanding 




projects — 






commitment 




Pre 2012 


In 2012 








€m 


€m 


€m 


Education and Skills 


6 


255 


49 


1,446 


Courts Service 


1 


58 


22 


542 


Office of Public Works 


1 


95 


52 


610 


National Roads Authority 


10 


1,287 


142 


1,556 


Environment, Community and 


20 


653 


26 


3 


Local Government 3 










Total 


38 


2,348 


291 


4,157 



Source: 
Notes: 



See Annex A 



Amounts shown in relation to projects sanctioned by the Department of Environment, Community and 
Local Government are the contributions by the Department towards the capital cost of the local 
authority PPP projects. They do not include expenditure under contracts by the relevant local 
authorities, or the outstanding commitments that will have to be met by the local authorities from their 
own future budgets. 
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3.5 Expenditure in 2012 under PPP contracts amounted to €291 million. Total expenditure 
to the end of 2012 was justover €2.6 billion and estimated total outstanding 
commitments were nearly€4.2 billion. The total Exchequer expenditure in respect of 
PPPs that had been contracted by the end of 2012 is therefore projected to be €6.8 
billion. 

New PPP Projects 

Third Schools Bundle Project 

3.6 In November2012,the contract for the 'Schools Bundle 3' project was awarded to BAM 
PPP PGGM Infrastructure Cooperatie. The consortium is a joint venture between BAM 
PPP, part of a multinational construction services group based in the Netherlands and 
PGGM, a Dutch pension fund administrator. 

3.7 The project involves construction of eightschools on seven sites. Second level schools 
are being constructed in Donegal, Leitrim, Limerick, Waterford, Westmeath and 
Wexford. In addition, a primary school and a secondaryschool are being constructed on 
a single campus in Doughiska, Co.Galway. When construction is complete, the schools 
will provide accommodation forapproximately5, 700 students. The due date for 
operational service of the first school is November 201 3, with all schools planned to be 
operational by April 2014. 

3.8 The project was notified to the market in August 2010 with invitation of expressions of 
interest. Expressions of interestwere received from four candidates, three of whom 
were shortlisted. All three shortlisted candidates subsequently submitted tenders. 

3.9 The view of the NDFA is that the tender and evaluation process on the projectwas 
robust. The time from tender submission to the award of the contract was 16 months. 
The NDFA stated that the preferred bidder stage was prolonged due to planning issues, 
funding challenges and difficult market conditions. It stated that the value for money 
testing confirmed thatthe project represented value for money at contract award stage. 
It considers thatthe results ofthe value for moneytesting of the final deal should notbe 
published as to do so could compromise its negotiating strategyand be detrimental to 
achieving optimal outcomes for other bundles currentlybeing procured. 
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PPP Projects in Development 

3.10 The current status of projects that had yet to reach contract stage bythe end of 2012 is 
setoutin Figure 3.2. 



Figure 3.2 Current status (at end June 2013) of PPP projects in development 



Education projects 


Project stage 3 


Current status 


Schools Bundle 4: Six schools on 
five sites in Clare, Cork, Kildare, 
Louth and Tipperary 


Market stage 


Pre-qualif ication stage. Expressions 
of interest received from consortia 
and evaluation in progress. 


Schools Bundle 5: Five schools and 
one further education college on 
four sites in Wexford, Wicklow, 
Meath and Carlow 


Market stage 


Pre-qualif ication stage. Expressions 
of interest received from consortia 
and evaluation in progress. 


Dublin Institute of Technology, 
Grangegorman campus 


Pre-market stage 


Panned to go to market in the last 
quarter of 2013. 


Transport projects 






N11 Arklow -Rathnew and 
New lands Cross 


Contract 


Contract agreed in April 201 3. 


N17/N18 Gort-Tuam 

IN 1 / / 1 N 1 U 1 I I UUl 1 1 


PrpfprrpH hiddPT 


PrpfprrpH hiddpr announrpd Ortohpr 
2011. The National Roads Authority 
aims to sign this contract by the end 
of 2013. 


N25 New Ross bypass 


Market stage 


Pre-qualif ication stage. 


M11 Gorey-Enniscorthy 


Market stage 


Pre-qualif ication stage. 


N6 Galway City bypass 


Pre-market stage 


Project on hold, pending the 
resolution of planning issues. 


Health projects 






Primary Care Programme 


Pre-market stage 


Panned to go to market in the last 
quarter of 2013. 


Justice projects 






Courts Programme 


Pre-market stage 


Panned to go to market in the last 
quarter of 2013. 


Garda Programme 


Pre-market stage 


Panned to go to market in either the 
last quarter of 201 3 or the first 
quarter of 2014. 



Source: NDFA, Department of Education and Skills, National Roads Authority, HSE, Department of Justice 
and Equality. 

Note: a The main stages for PPP projects in development are pre-market (viability of PPP approach has 
not been confirmed), market (contract is out to tender) and preferred bidder (one tender has 
been selected and negotiation on the contract is underway). 
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Management of Operational Projects -Developments in 2012 

The Criminal Courts Complex 

3.11 In managing a PPP contract, the publicsectorpartnermustensurethatagreed services 
are provided by the private partner to the required standard. The Criminal Courts PPP 
contract specifies penalties that may apply in the event of the unavailabilityof all or part 
of the com plexor failure to meet other specified service levels. 

3.12 In January 2012, the Courts Service imposed a deduction of€204,000 (including VAT) 
on the monthly paymentto the private sector partner, which represented about 1% of 
the contract payments for that year. The deduction related to the unavailabilityof the 
Criminal Courts of Justice complexforone day in October 201 1 , due to a flooding 
incident in an underground plant room. The Courts Service did not accept the private 
sector partner's contention that the unavailability provisions of the contract did not apply 
because an emergencyevent had occurred. 

3.13 As provided for underthe contract, the Courts Service also instructed the private partner 
in 201 1 to carry out a benchmarking exercise in respect of certain services (primarily 
cleaning and security) being provided underthe PPP contract. Following the 
benchmarking exercise, the Courts Service negotiated an 8% reduction in the costs of 
these services atthe Criminal Courts complex. This has led to annual savings of 
€163,000 (including VAT) on the contract payment with effect from 2012. 

National Convention Centre 

3.14 Treasury Holdings is the ultimate ownerofSpencer Dock Convention Centre Dublin Ltd 
(SDCCD), which is the special purpose vehicle set up to undertake the National 
Convention Centre PPP project. The contracting authority for the project is the Office of 
PublicWorks (OPW). 

3.15 Treasury Holdings wentinto liquidation during 2012. The TreasuryHoldings 
shareholding in SDCCD is currentlyheld by the liquidators. The liquidators have 
informed OPW that they have been made aware of some interest in the shares butthere 
are no firm plans atpresentfor any change in ownership. Any proposed saleortransfer 
of the shares would have to be notified to OPW. 

3.16 OPW has stated that the liquidation of Treasury Holdings has not impacted on the ability 
of SDCCD to trade and there have been no changes to the terms of the contract, as of 
June2013. 

Education Sector Projects 

3.17 Chapter12 ofthis report examines the control of expenditure on operational PPP 
projects in the education sector. In particular, it considers the adequacyof controls in 
place in respect of price indexation, service performance and benchmarking. 
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PPP Programme Management 

National Development Finance Agency 

3.18 The NDFAhasthe statutory role of financial advisoron all PPP projects in development 
It also has responsibilityfor the procurementand delivery of PPPs, except for projects in 
the transportsectorand local authority projects. 

3.19 The Departmentof Finance is currently preparing legislation which will provide for a 
numberof changes to the organisational structure ofthe National Treasury 
ManagementAgency. 1 Underthe new model, the functions ofthe NDFA will continueas 
before with a revised governance structure in place. 

Post Project Review of PPP Projects 

3.20 Underthe Public Spending Code issued bythe Departmentof Public Expenditure and 
Reformat is the responsibility of the project sponsorto ensure that post project reviews 
are carried out for all capital projects valued in excess of €20 million. 2 This requirement 
applies regardless of whether the project was procured through PPP or by traditional 
procurement. 

3.21 The aim of post project reviews is to draw lessons forthe future. The Public Spending 
Code states that the reviews should be undertaken once sufficienttime has elapsed to 
allow the project to be properly evaluated, based on reliable evidence in relation to the 
flow of costs and benefits. Post project reviews should consider both the appraisal and 
managementprocedures employed and the project outturn. 

3.22 The aim of re viewing the appraisal and managementprocedures is to determine 
whether experience shows thatany stage ofthe projectcould have been done better 
and any lessons learntapplied to later projects. 

3.23 The aim of reviewing the project outturn includes determining whether 

■ the basis on which a projectwas undertaken proved correct 

■ the expected benefits and outcomes materialised 

■ the planned outcomes were the appropriate responses to actual public needs. 

3.24 The Department's guidanceon post project reviews is setout in the context of traditional 
procurement procedures. There are no separate guidelines for carrying out post project 
reviews in respect of PPP projects. 

3.25 Individual departments/agencies and the Departmentof Public Expenditure and Reform 
were asked for details of any post implementation evaluations or reviews that have been 
carried out in respect of PPP projects. Responses received indicated thata numberof 
reviews are currently in progress. 

■ The Central Expenditure Evaluation Unit of the Departmentof Public Expenditure 
and Reform is conducting a policy assessmenton the compliance with theVFM 
procurement model for PPPs in relation to water projects in the local authority 
sector. 

■ The Departmentof Education and Skills is conducting a review of the Pilot Schools 
PPP project, which became operational in 2003. This review is expected to be 
completed by end 2013. 



1 See Chapter 28 
Accounts of the National 
Treasury Management 
Agency . 

2 The Public Spending 
Code is the set of rules 
and procedures that apply 
to ensure that expenditure 
appraisal and value for 
money standards are 
upheld across the Irish 
public service. 
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■ The National Roads Authority indicated that reviews of a numberof roads schemes 
are in progress and will be available laterthis year. 

Review of the Criminal Courts Complex 

3.26 A post project review of the Criminal Courts PPP project, conducted on behalf of the 
Courts Service, was completed in October 2012. 

3.27 The Courts Service has undertaken the post project review promptly. The review has 
been able to identify useful lessons, in terms of process, for future projects. 

3.28 The review recommended thatthe Courts Service should measure the efficiency 
savings created by the project after 12 months of normal operation e.g. effect on court 
waiting times, costsavings etc. As previously reported, while the business case forthe 
Criminal Courts project identified benefits in qualitative terms, more could have been 
donepriorto launching the projectto quantify the expected business benefits. 1 This will 
presentdifficulties for any post project review of the extent to which expected benefits 
have been realised. 



1 See Report of the 
Comptroller and 
Auditor General on 
the Accounts of the 
Public Services 
2008, Chapter 17. 



Post Project Review of the Criminal Courts Complex 

In April 2007, the Courts Service entered into a PPP contract with a private sector 
consortium to build a new Criminal Courts of Justice complexon a State-owned site at 
Pa rkg ate Street and to operate the complexfora period of 25 years. In addition to the 
developmentof new court buildings, the scope of the contract included maintenance of 
the buildings, waste management, traffic managementand some elements of security 
and IT support services. The complex was ready for use by the Courts Service in late 
2009 and became fully operational by January 2010. 

A postproject review was completed in October2012.The stated overall aim of the 
review was to determine whetherany stage of the Criminal Courts project could have 
been done better and any lessons applied to future projects. The review approach 
concentrated on assessing the processes used ratherthan the outcome of the project 
in terms of its impacton court business. 

At an overall level, the review concluded thatthe project objectives had all been 
realised within a timeframe appropriate fora PPP project of its complexity.lt 
concluded thatthe project processes had been satisfactory. 

It also suggested thatfurther analysis should be carried outto assess the operalional 
impacts resulting from the delivery of the project. 

In terms of learning lessons, the review included recommendations forthe PPP 
process. Some of the recommendations were specific to the project but others have 
more general applicability including 

■ future projects should reportagainsta benefits realisation plan and strategy 

■ an 'issues log'should be produced and maintained to record details of key 
decisions in a single document. 
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Programme Monitoring and Reporting 

3.29 I previous lyrecom mended thatthe State's financial commitments in respect of legally 
binding PPP contracts should be reported in the annual Finance Accounts. 1 

3.30 The Departmentof Finance accepted the recommendation. The form and content of 
information in respect of PPP commitments is being considered in the context of a 
broader revision of the Finance Accounts and central governmentfinancial reporting. 

Conclusions and Recommendation 

3.31 Cumulative Exchequerspending on PPP projects had reached over €2.6 billion by the 
end of 201 2. The estimated outstanding commitments in respect of PPP contracts in 
place were nearly €4 .2 billion. 

3.32 It is important that contracts for PPP projects are managed effectively over their lifetime 
to ensure that value negotiated during contractdevelopmentis actuallydelivered. 
Benchmarking provisions in PPP contracts provide an opportunity to secure savings in 
respect of contract services, where the market price for those services falls below the 
contracted rate. The Courts Service secured annual savings of over €160,000 on 
contracted services at the Criminal Courts complex through a benchmarking exercise 
conducted in 2011. 

Recommendation 3.1 : In view of the potential savings across all PPP projects, 
the Departmentof Public Expenditure and Reform should remind project 
sponsors of the importance of engaging in periodic benchmarking forcontracted 
services where this is provided for in contracts. 

Accounting Officer's Response: Agreed. My Departmentwill communicate to 
the relevant departments the importance and benefits of conducting periodic 
benchmarking. However, it remains the responsibility of the individual 
departments and agencies to ensure benchmarking is conducted. 



1 See Report of the 
Comptroller and Auditor 
General on the Accounts 
of the Public Services 
2011, Chapter 6. 
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Annex A Expenditure and outstanding commitments, at end 2012, 
on large PPP contracts, by sponsor and project 

The following table lists the individual projects reported bythe respective departments 
and agencies. Only projects with an estimated capital development value of €20 million 
or more are included. All amounts include VAT (unless otherwise stated). 

A summaryoutlineofthe individual projects contracted up to the end of 2008 was 
included in the Comptrollerand AuditorGeneral's Reportonthe Accounts of the Public 
Services 2008 (pages 29 to 34). Summaryoutlines of other projects were included in 
the report on the year of contract. 

Financial Nature of PPP arrangements 

The structure put in place to compensate the private sector partner for delivering the 
assets and/orservices can vary between projects. In manycases.the publicsponsors 
of the project take on contractual commitments to make regularpayments to the private 
sector partner over the life of the project. In other cases, projects are designed on a 
concession basis, wherebythe private sector partner receives some or all of the 
compensation in the form of charges imposed on the users of the service. 

Scope of PPP projects 

The private sectorelements contributed to each projectare indicated as follows 

D Design of service/infrastructure 

B Build/construct/extend/renovate capital assets 

F Provide finance (e.g. provide/secure private equity and borrowing; collectuser 
charges) 

O Operate assets (e.g. facilities management; employmentof services staff) 
M Maintain assets over contract life. 
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Figure A1 Expenditure and Commitments under PPP Contracts at end 2012 



Sponsoring authority/project 


Scope of 
project 




Key project dates 




Expenditure 


name 


Contract signed 


Service 
commencement 


Contract 
end 


Pre 2012 
€m 


2012 
€m 


Future 
commitments 3 
€m 


Projected total 
expenditure 

€m 


Departmentof Education and Skills 
















Riot PPP Schools Bundle 


DBFM 


November 2001 


2002 


2027 


107.3 


10.8 


188.4 


306.5 


Maritime College 


DBFM 


February 2003 


2004 


2029 


l\ .0 


o.D 


1 1 0.Z 


nyb.o 


Cork School of Music 


DBFM 


September 2005 


2007 


2032 


44.2 


8.1 


176.9 


229.2 


First bundle PPP schools 


DBFM 


March 2009 


2010 


2035 


18.3 


9.0 


237.5 


264.8 


Second bundle PPP schools 


DBFM 


June 2010 


2011 


2036 


13.9 


12.3 


325.8 


352.0 


Third bundle PPP schools 


DBFM 


November 2012 


2013/2014 


2039 






401.2 


401.2 


Subtotal 










255.2 


48.8 


1,446.0 


1,750.0 


Courts Service 


















The Criminal Courts of Justice 


DBFOM 


October 2007 


2009 


2035 


58.4 


22.4 


542.2 


623.0 


Departmentof Transport, Tourism and Sport/Office of Public Works 














National Conference Centre b 


DBFOM 


April 2007 


2010 


2035 


95.2 


51.7 


609.7 


756.6 
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Sponsoring authority/project 


Scope of 
project 




Key project dates 




Expenditure 


name 


Contract signed 


Service 
com mencement 


Contract 
end 


Pre 2012 
€m 


2012 Future 
commitments 3 

€m £m 


Projected total 
expenditure 
€m 


Departmentof Environment, Community and Local Government 












Waste water treatment plants 
















Dublin Bay d 


DBOM 


March 2001 


2003 


2024 


oov n 

zzi .y 


o.o n/a 


OO A A 

Z6\ .4 


Wexford 


DBOM 


July 1999 


ZUU4 


ZUZb 


18.4 




18.4 


Cork 


DBOM 


December 2001 


zUU4 


ZvZf 


68.1 




68.1 


Balbriggan/Skerries 


DBOM 


September 2004 


ZUUO 


ono« 
zuzo 


19.3 




19.3 


South Tipperary 


DBOM 


March 2003 


onr\7 

Zvvf 


zuzy 


13.4 




13.4 


Dungarvan 


DBOM 


April 2004 


ZUU/ 


ZUZy 


12.2 




12.2 


Sligo 


DBOM 


September 2006 


2008 


2030 


17.0 




17.0 


Donegal 


DBOM 


June 2006 


9DDR 




9^ 9 
ZO.Z 




OR 9 
ZO.Z 


Waterford 


DBOM 


September 2006 


2010 


2030 


zo.o 


n c 


ZO.1 


Portlaoise 


DBOM 


December 2006 


2009 


2031 


9n 1 

ZU. I 




90. 1 
ZU. I 


Meath Villages d 


DBOM 


October 2007 


2010 


2032 


OO 'I 

zo.1 


l.y n/a 


or n 


Mullingar 


DBOM 


April 2008 


oni n 
ZU1U 


onon 
ZUoU 


16.5 




16.5 


Castlebar 


DBOM 


September 2008 


zUI 1 


ono a 
zUol 


11.4 




11.4 


Bray/Shanganagh 


DBOM 


September 2008 


oni 1 


onoi 
ZUol 


56.4 




56.4 


Wicklow 


DBOM 


September 2007 


zuuy 


ono a 

ZOol 


14.4 




14.4 


Portrane/Donabate/Rus h/Lus k 


DBOM 


February 2010 


9H1 9 
ZU IZ 


9H09 
ZUOZ 


0"7 O 

Zl .z 


n n 

— u.y 


OO 'I 

zo.1 


Tullamore 


DBOM 


April 2010 


ZU I Z 


ZUOZ 


15.1 


— 0.6 


15.7 


Letterkenny 


DBOM 


February 201 1 






13.7 


7.8 0.8 


22.3 


Water treatment services 
















Clareville 


DBOM 


December 2006 


2007 


2027 


21.0 




21.0 


Barrow Abstraction-Srowland 


DBOM 


April 2011 


2013 


2033 


6.7 


13.2 0.3 


20.2 


Subtotal 










652.6 


26.4 3.2 


682.2 
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Sponsoring authority/project 


Scope of 
project 




Key project dates 




Expenditure 


name 


Contract signed 


Service 
com mencement 


Contract 
end 


Pre 2012 
tm 


2012 
trn 


Future 
commitments 

tm 


Projected total 

o vno nHiti iko 
cApc MUllUlt; 

tm 


National Roads Authority 6 


















Kilcock/Kinnegad 


Concession 


March zUUo 


onnc 
zUUo 


zUoo 


172 


0.3 


7.0 


179.3 


Diinrlalk M/pQtprn RvnaQQ 
LyUI IUdli\ Vvcolcl 1 1 LJy |JGloo 




Fphn iarv 9004 
rcui udi y tuut 


2004 


2034 


9 a 

Z.O 


9 


? 7 


R 7 


Rathrormar/Fprmnv 


Conrp*^ inn 


June 2004 


2006 


2034 


10Q 4 


^ 7 


?4 Q 


1^0 

I JU.U 


Waterford City Bypass 


Concession 


April 2006 


2010 


2036 


1 1R fi 
I I o.u 




72.7 


900 R 


1 in^QrioIx "T"i innol ^ 

LimencK lunnei 


Concession 


August 2006 


2010 


2041 


199.8 


11.3 


53.0 


264.1 


Plrknoo/k'ollc f 

oionee/ i\ens 


Concession 


April 2007 


2010 


2052 


4 


9Q 9 




717 R 


r^al\A/ si\//RsillinsiQlr»Q 
OdlVV dy/Dallll IdolUc 


V/JI locooiui 1 


Anril 9007 


9010 


90?7 


183.1 


55.6 


137.1 


375.8 


Portlaoise/Cullahill 


Concession 


June 2007 


2010 


2037 


52.6 


6.6 


26.0 


85.2 


M50 Upgrade 9 


DBFOM 


September 2007 


2007 


2042 


65.8 


23.6 


868.6 


958.0 


Motorw ay Service Areas 


Concession 


October 2009 


2010 


2034 


47.1 






47.1 


Sub total 










1,286.6 


142.0 


1,556.0 


2,984.6 



Source: Listed departments/sponsoring agency provided information 

Notes: a The future commitments figure incorporates an assumed inflation rate of 4% for the pilot schools bundle, 2.5% forthe Cork School of Music and 2% for all other contracts, 
b Expenditure pre-2012 and in 2012 includes the unitary charge plus VAT and rates. Future commitments include the unitary charge only, 
c Expenditure/commitments exclude those of local authorities. 

d The Department has not indicated future commitments in respect of these projects. Funding is under examination in the context of the final accounts. The projected total expenditure column 
shows the currently approved grants. 

e National Roads Authority concession contracts include revenue share provisions that apply forthe concession period. The revenue share is dependent on traffic volumes in the case of road 

concessions and sales levels in the case of the motorway service areas contract. Authority expenditure figures are VAT exclusive, 
f Clonee/Kells and Limerick Tunnel provide for the Authority to make payments if traffic lev els fall under specif ied levels. Expenditures to date include such payments. Traffic-related payments are 

not included in the future commitments. 

g The M50 is tolled between Junctions 6 and 7. The revenue arising from the M50 tolling accrues to the Authority . 
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Vote Accounting 



4.1 Dail Eireann provides moneyforthe services of governmentdepartments and offices by 

■ approving estimates of receipts and expenditure forthose services in the course of 
each year 

■ giving statutory effect to the estimates in an annual Appropriation Act. 

4.2 Expenditure is provided for under 'votes', with one or more votes covering the functions 
of each departmentor office. The first part of the estimate for each vote (referred to as 
the ambit) provides an outline of the services to be financed. The ambitis incorporated 
in the annual Appropriation Act and so represents the purposes forwhich funds have 
been authorised by Dail Eireann. 

4.3 At the end of each financial year, each department and office is required to prepare an 
account, known as the appropriation account, for each voted service administered byit. 
The statutory requirementis forthe appropriation accountto report the outturn for the 
year compared with the amount provided by Dail Eireann. 

Results of 2012 Audits of Appropriation Accounts 

4.4 Audits of the 2012 appropriation accounts forall votes have been completed. Each 
account, together with the related audit report, is being presented to Dail Eireann with 
this report. 

4.5 A summaryofthe amounts appropriated in 201 2 for voted publicservices is included in 
Annex A The outturn forthe year is also shown, togetherwith the surplus of 
appropriations over expenditure. 

4.6 The final amount appropriated for public services in 2012 was €49.8 billion. This 
comprised supplygrants of €45.6 billion, capital funding carried over from 201 1 totalling 
€1 14 million and appropriations-in-aid of€4.1 billion. 

Vote Outturn 

4.7 Aggregate expenditure and appropriations-in-aid of all votes forthe years 2008 to 2012 
are summarised in Figure 4.1 . The total amountspentby departments and offices in 
201 2 was €49 billion. After deduction of realised appropriations-in-aid totalling €4.1 
billion, the net expenditure in the year was €44.9 billion. 



Figure 4.1 Vote outturn, 2008 to 2012 





2008 


2009 


2010 


2011 


2012 




€m 


€m 


€m 


€m 


€m 


Gross voted expenditure 


53,761 


53,119 


52,738 


49,669 


49,009 


Less appropriations-in-aid 


(4,464) 


(5,916) 


(6,172) 


(4,096) 


(4,092) 


Net voted expenditure 


49,297 


47,203 


46,566 


45,573 


44,917 



Source: Reports on the Accounts of the Public Services, 2008 to 2012; Annex A 
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4.8 Departments and offices are not permitted to spend more than the am ount approved for 
each vote. When the expenditure in the year is less than the amount provided, the 
surplus is liable to be surrendered to the Exchequer. 

4.9 All departments and offices managed within theirvoted allocations in 201 2. Surpluses 
were recorded by all votes. Consequently, no excess vote occurred in 2012. 

4.1 The 201 2 surpluses amounted to €748 million (see Figure 4.2). Of that amount, a total 
of €107 million was approved for carry over to 2013. The balance of €641 million was 
due for surrender. The sums liable for surrenderorcarried over to 20 12 for each vote 
are shown in Annex A (Figure A2). 



Figure 4.2 Surplus for surrender, 2008 to 2012 





2008 


2009 


2010 


2011 


2012 




€m 


€m 


€m 


€m 


€m 


Surplus for the year 


878 


794 


866 


815 


748 


Amount carried over to the follow ing year 


(128) 


(126) 


(14) 


(114) 


(107) 


Surplus for surrender 


750 


668 


852 


701 


641 



Source: Reports on the Accounts of the Public Services, 2008 to 2012; Annex A 



4.11 The balances due to be surrendered out of votes for publicservices for201 1 amounted 
to €701 million. Those balances have been duly surrendered. 

Exchequer Extra Receipts 

4.12 Certain sums collected bygovernment departments and offices are directed by the 
Departmentof Public Expenditure and Reform to be credited to the Exchequer, and not 
treated as appropriations-in-aid. This includes courtfine receipts, and Property 
Registration Authority fee receipts. Windfall receipts are also usuallybroughtto account 
in this way, including proceeds of significantsales of property, receipts on foot of 
surplus income or profits of State companies, interest, dividends orcapital repayments, 
compensation payments and voluntary surrenderof salary. 

4.13 Where Exchequer extra receipts arose in 201 2, the amount is shown in a note to the 
respective appropriation accounts. The aggregate amount of those receipts reported in 
each account is setout in Annex A (Figure A3). 

4.14 The total Exchequer extra receipts recorded by governmentdepartments and offices in 
2012 was€96million. 
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Grants- in- Aid 

4.15 In addition to covering the ordinary services administered directly by a government 
departmentoroffice, a vote may contain financial provision fora particular activity or 
service administered byan outside body. This financial provision can take the form of a 
grant or a grant-in-aid to the body. 

4.16 Grants are subjectto all the usual restrictions pertaining to any paymentfrom a subhead 
and any balance remaining unexpended attheend of the year is liable to be 
surrendered. Agrant-in-aid differs from othervoted grants in that any unexpended end- 
year balance of the sums issued from the vote is not liable to surrendertothe 
Exchequer. 

4.17 In 2012, total issues undergrant-in-aid subheads amounted to €2.3 billion. Public 
Financial Procedures state that the total amountpaid byway of a grant-in-aid maynot 
exceed the amountspecified in the estimate, and savings onothersubheadscannotbe 
used to increase a grant-in-aid amount. In all cases the amount paid byway of grant-in- 
aid was equal to or less than the amount of the subhead provision approved by Dail 
Eireann. 

Contingency Fund 

4.18 The ContingencyFund is a non-statutoryfund used to administera grant-in-aid first 
voted in 1923. The Fund is available to defray urgent or unforeseen expenditure which 
is not covered by the ordinary votes and for which it maybe impracticable to seekthe 
immediate approval of Dail Eireann e.g. during recess. By agreement with the 
Committee of Public Accounts, the use of the ContingencyFund is precluded when the 
Dail is sitting, or for new services of a controversial nature. 

4.19 The Fund is managed bythe Departmentof Public Expenditure and Reform. Useof the 
moneyheld in the Fund requires the authorisation of the Accounting Officer of the 
Department, with the prioragreementof the Ministerfor Public Expenditure and Reform. 
The Fund operates as a depositaccountheld in the Paymaster General's Office. 

4.20 The convention is that all payments from the Fund are subsequentlyrepaid to it either 

■ by way of a new or additional vote if the advance is for a completely new service 

■ by way of a supplementaryestimate if the service is related to an existing vote 

■ from the Central Fund - which requires specific legislation. 

4.21 The size of the Fund is reviewed every five years. Following a review in 2009, it was 
decided that the Fund should remain at€1 .2 million. The next review is due in 2014. 

4.22 Because the ContingencyFund is non -statutory, there is no formal provision for 
presentation of an account to Dail Eireann. To address this, the practice has been to 
include the account of the ContingencyFund as an annexto the appropriation accounts 
volume for the relevant year. 

Recommendation 4.1 : Given the low value of the sum held in the Contingency 
Fund, it is recommended that, with effect from 2013, the account of the Fund is 
presented as a note to the appropriation accountof Vote 11 Public Expenditure 
and Reform. 



Accounting Officer's Response: Agreed. 
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Significant Issues arising from Audit 

4.23 In the following sections, attention is drawn to a numberof issues arising from the audit 
of the appropriation accounts. Other matters arising from the audits, requiring more 
extensive presentation of facts, are dealtwith separatelyin individual reports. 

Duplicate Salary Payment by Central Statistics Office 

4.24 The temporary transfer or secondmentof staff between civil and publicservice 
organisations mayoccurfor a variety of reasons, for exam pie to address exceptional or 
temporarydemands on departments orforthe better managementof resource 
surpluses. In addition, such arrangements can have the advantage of widening learning 
across the publicservice and for the individuals involved. The arrangements forsuch 
transfers orsecondments are normallysetout in communications between the relevant 
departments. 

4.25 An official of the Central Statistics Office (CSO) was seconded to another Department in 
2004 initiallyfor a period of one year. As part of the arrangement, the official remained 
on the payroll of the CSO and the salarywas not due to be recouped from the 
Department. 

4.26 In January 2006, the official form ally transferred to the Department. The CSO sentthe 
relevant personnel and salaryinformationtothe Department and the two organisations 
agreed a date from when the individual would be paid by the Department. The 
Departmentconcerned commenced paymentonthedue date. 

4.27 Despite the clearagreement, the CSO continued to pay the official's salaryuntil 2012, 
due to a number of internal administrative errors. 

■ Inadequate instructions were issued to the Payroll Unit in CSO to stop the salary 
payment. 

■ Civil servants may receive increments to salary in line with the payscalefor the 
grade, subject to approval by managers who mustassess matters such as 
performance and sick leave. In the case of the seconded official, increments were 
paid automaticallyby the CSO payroll system withoutapproval by the Personnel 
Unit. 

■ CSO records indicate that the official wrote in November 2007 informing the CSO 
that it was continuing to pay the salarydespite the official now being employed by 
the Department. Despite the notification from the official, the CSO did not address 
the matter. 

■ In November201 1 ,as part of an exercise carried out by the Department of Public 
Expenditure and Reform , departments were requested to provide payroll 
information. During this exercise, the official was identified as appearing on two 
payrolls. CSO mistakenlyconcluded thatcontinued payment was in order. 

4.28 In October 2012, the official wrote againto the CSO informing them ofthe error and 
submitted a cheque for€1 20,000. The official indicated that any outstanding balance of 
the salaryoverpayments would be repaid. 
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4.29 At that stage, the CSO Personnel Unit acknowledged receipt of the letter, terminated the 
salarypaymentand calculated that the total gross overpaymentto the official was 
around €297, 000. After taking account of tax, social insurance and other public 
contributions, the net amount overpaid to the official was €206,000. To date, over 
€201 ,000 of the net overpayment to the official has been repaid and the CSO is seeking 
recovery of the remaining €4,800. The CSO has also engaged with the Revenue and 
other public bodies in respect of the other payroll deductions. 

Views of the Accounting Officer 

4.30 The Accounting Officer of the CSO has acknowledged thatthe fact that the duplicate 
salarypayment continued forseveral years indicates thatits procedures were 
inadequate. He has taken the following steps to address the matter 

■ all external assignments from the CSO have been examined to confirm that pay 
arrangements are in order 

■ stronger protocols have been implemented between the Personnel Unitand the 
Payroll Unit, including the tracking and confirmation of payroll instructions 

■ regular cross-checks of staff listings are made between the Personnel Unitand the 
Payroll Unit 

■ seconded staff are now paid directly by the organisation to which they are assigned 
and not by the CSO. 

He stated that he believes these steps will preventa double paymentof this magnitude 
recurring and, should any discrepancies arise, theywill be detected at an early stage. 

Conclusion 

4.31 While the main issue addressed here is a duplicate salarypaymentwhich arose from a 
number of internal administrative errors, a feature of the case was thatthe CSO 
incurred payroll costs for a staff resource utilised byanotherorganisation. There can be 
valid reasons where a staff membercontinues to be paid by his or her departmentwhile 
working externally. In such circumstances, departments should regularly re view such 
arrangements and assess the benefits to both the organisation and individual. 

Electronic Voting Equipment 

4.32 In the period 2001 to 2004, electronic voting machines and associated equipmentwith 
an expected useful life of 20 years was purchased atacostof €41 .98 million. 1 

4.33 The voting equipmentwas used on a pilotbasis during 2002, in the General Election 
and second Nice Treaty Referendum. The equipmentwas not used in the 2004 local 
and European elections or subsequently, following reservations expressed bythe 
Commission on Electronic Voting. 

4.34 In April 2009, the Minister for the Environment, Communityand Local Government 
announced a Governmentdecision notto proceed with the implementation of electronic 
voting in Ireland. An Interdepartmental Task Force was established to oversee the 
disposal ofthe equipmentand termination of storage arrangements. 

1 The 2003 Report of the 
Comptroller and Auditor 
General reported on these 
costs. 
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4.35 An EU-wide open tender com petition, for the sale and/or provision of recovery services 
for electronic voting and counting equipment, closed in March 2012. Seven tenders 
were received, none of which proposed the re-use ofthe equipmentas an electronic 
voting system. The successful tenderer, appointed in June 201 2, paid €69,403 to the 
Departmentforthe equipment. 

4.36 In the period 2001 to May 2013, a total of €54.99 million was spentonthe purchase, 
storage and associated costs ofthe electronic voting equipment. Expenditure included 

■ €41 .98 million forthe purchase ofthe voting machines and ancillaryequipment 
such as trolleys and cases 

■ €1 .38 million in further hardware costs for equipmentsuch as modules forthe 
voting machines 

■ €2.91 million to retrofit some ofthe voting machines 1 

■ €2.58 million foran awareness campaign 

■ €2.50 million in othercosts such as software, testing and training costs 

■ €3.64 million in storage costs, met by the Central Fund, forthe period 2004 to 2012. 

4.37 Prior to 2007, the equipmentwas stored in 25 locations. In 2007, equipmentwas 
moved from twelve of these locations to a central facility at Gormanston ArmyCamp. 
The current status ofthe other thirteen locations is that 

■ three locations were State-owned or rent free properties with no lease termination 
costs 

■ five locations are now used to store manual voting equipmentsuch as ballot boxes 

■ four leases were terminated withoutadditional cost 

■ negotiation forthe termination of one lease is ongoing. 

4.38 The leasewhich has notyet been terminated is a25 year lease for€1 6,800 perannum. 
To date, payment of €158,256 has been made from the Central Fund underthis lease. 
This property has been vacated and no rent is currently being paid. A breakclause in 
the contract will allow for termination ofthe lease. The Returning Officer is currently in 
the process of concluding negotiations with the landlord. 



Funding for FAS Training and Integration Supports 

4.39 The Department of Education and Skills (the Department) has had responsibilityfor 
administration ofthe National Training Fund. This is a statutory fund that was 
established in2000tosupportthe training of workers and those seeking work. The 
receipts into the Fund come primarilyfrom a levy on employers related to the pay of 
certain categories of workers. In 2012, FAS received funding of €297 million from the 
Fund to support its training programmes. 



1 The need for physical 
modification of around 
1,000 voting machines, 
including screen 
replacement, was 
identified by a pilot study 
during the 2002 General 
Election. 



4.40 The Departmentalso provides annual grantfunding from Vote 26 Education and Skills 
for FAS's administrative expenses, and for its training and integration support activities. 
In 2012, a total of €23.057 million was provided under subhead G.2for FAS training and 
integration supportgrants. 
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4.41 The Fund does notform part of voted expenditure, but a statement of projected Fund 
receipts and expenditure is included as an appendixto the published estimate for Vote 
26. Underthe Comprehensive Review of Expenditure (December201 1), the overall 
expenditure ceiling setforthe Departmentfor 2012 comprised both the voted spending 
allocation and the Fund expenditure allocation. 

4.42 The Department monitors its budgeton a monthlybasis. During 2012, the Department 
identified significant risks that expenditure on some of the Vote subheads would exceed 
the estimates, and soughtto identify areas where offsetting savings mightbe achieved 
in orderto avoid a potential excess of Voted expenditure. One of the savings measures 
identified was to suspend expenditure under subhead G.2 and instead to issue the 
required funding to FAS from the Fund. This proposed measure was advised to the 
Departmentof Public Expenditure and Reform in the context of the monthly returns of 
expenditure process and agreed orallywith that Department. The Departmentestimated 
that it issued a total of €9.088 million from the Fund in respect of planned expenditure 
from the Vote. 

4.43 Subsequently, the budget pressures on the Vote eased. By the end of 2012, a surplus 
on the Vote was anticipated. The Department transferred €9.088 million from the Vote 
to the Fund, to reimburse itfor the additional expenditure that had been incurred. This 
was charged to subhead G.2. The remainder of the charge on the subhead (€1 1 .512 
million)was paid directlyto FAS. 

4.44 The jointfunding of FAS training by the Vote and the Fund, and the setting of a 
combined expenditure limit for the two accounts in effect makes them a single account 
for budget management purposes. Because the Vote and the Fund are accounted for 
separately, significant intra-accounttransactions should beclearlydisclosed in both 
accounts. The Accounting Officer has undertaken to do so in future. 

4.45 Better transparencyof the costs of public services could also beachieved if payments in 
respect of specific services issued from a single account. Where necessary, Exchequer 
supportforthe activities of a non-Exchequerfunded service could beachieved by voting 
a grant paymentto the relevant fund, ratherthan issuing parallel payments. 

Prepayment of Subscription to the United Nations 

4.46 Public Financial Procedures require that payments charged to appropriation accounts 
oughtto be made only where a liability has matured for payment. This principle is 
designed to ensure thatthose accounts properlypresentpayments that have come in 
course of payment in the year of account. 

4.47 As a memberofthe United Nations (UN), Ireland is obliged to pay an annual 
subscription. Member state subscriptions are applied as partofthe regularbudgetof 
the UN for staff and buildings atits headquarters and its secretariats around the world. 

4.48 Ireland's annual UN subscription is paid from Vote 28 Foreign Affairs and Trade. It is 
charged to subhead D.3 Contributions to International Organisations. Other 
contributions to the UN, such as contributions for UN peacekeeping operations, are also 
charged to the subhead. The estimate provision forthe subhead in 2012 was €41 .4 
million. The outturn forthe year was €39.9 million. 

4.49 The UN subscription for 201 2 amounted to €9.1 million and was paid in January201 2. 
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4.50 Ireland's payment in 201 2 for the funding of peacekeeping missions was €15.1 million. 
Funding for peacekeeping missions is on an unusual three -year cycle, with three 
contribution tranches covering six months, 18 months and 12 months of the three -year 
period. Ireland's paymentin 2012was lowerthan estimated, because a six-month 
payment was required ratherthan the budgeted 12-month payment. 

4.51 The Departmentof Foreign Affairs and Trade was invoiced on 27 December2012 by 
the UN for the paymentof $10.65 million, for Ireland's 2013 subscription. The invoice 
specified paymentterms of30days. Full payment of€8. 13 million was madeon 31 
December2012 although PublicFinancial Procedures state that departments should 
take optimum advantage of credit terms when making payments. 

4.52 The amountfor surrenderfrom the Vote to the Exchequer at the end of 2012 would 
have been higherby an amountof €8.13 million, had the 201 3 subscription paymentnot 
been made. 

4.53 The Accounting Officer of the Departmentexplained that 

■ The UN budgetsubscriptions are obligatory. 

■ The invoice received was considered to representa matured liabilityof the State. 

■ Payments are denominated in US dollars and the then current exchange rate was 
considered relativelyfavourable with some possible riskof increased volatility. 

■ There was sufficientfunding in the subhead because of the lowerthan estimated 
expenditure on peacekeeping contributions. 

■ It is very difficult to accurately provide for mandatory UN contributions as these can 
fluctuate very widelyyear-on-year due to UN requirements and changes in the 
exchange rate and in Ireland's contribution rate. Accordingly, accurate forecasts of 
the demand are often not available when the annual Departmental estimate is 
being drawn up. 

■ Ireland is a strong supporter of the UN and attaches high political importance to 
paying its contributions to the organisation in full and on time. Account was also 
taken of the UN Secretary General's expressed concerns aboutthe continuing 
fragility of the UN's financial situation and to the appeal in the invoice to member 
states to make payments urgently. 
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Annex A Vote Financial Outturn 

Dail Eireann provides moneyfor the ordinary services of Governmentdepartments and 
offices by approving estimates of the amounts required forthose services in the course 
of each year, and giving statutory effect to those estimates in the annual Appropriation 
Act. The expenditure is provided forundera series of 'votes'. By law, an appropriation 
accountmustbe produced for each vote. The account mustprovide details ofthe 
outturn for the year againstthe amount provided by Dail Eireann. 

Figure A1 provides a summaryof the outturn on expenditure and receipts relative to the 
amounts appropriated for public services in 2012. 

Figure A2 shows how surplus appropriations in 201 2 were applied — eitherthrough 
deferral of expenditure to 201 3, or by surrendertothe Exchequer. 

Figure A3 shows expected and realised Exchequer extra receipts. 

Explanations of some of the terms used in the tables are given below. 

Supply grant The moneygranted (or voted) by Dail Eireann for each 

ofthe publicservices. 



Deferred from 201 1 Amounts of capital moneys not spent in 201 1 and 

carried over for expenditure on capital services in 
2012. The carry over of these sums was approved by 
Dail Eireann in the Appropriation Act 201 1 . 



Appropriations-in-aid 



Departmental receipts which, with the agreement of 
Dail Eireann, maybe retained to defray the expenses 
ofthe Vote to which they refer. 



Total appropriations 



Sum ofthe supplygrant, deferred 201 1 capital moneys 
(if any) and appropriations-in-aid. 



Surplus for the year 



The excess of total appropriations by Dail Eireann over 
the gross expenditure together with the surplus on 
appropriations-in-aid. The surplus forthe year is liable 
for surrenderbackto the Exchequer. 



Deferred surrender Amount of capital moneys notspentin 2012 which 

were carried over for expenditure in 201 3. The carry 
over of these sums was approved by Dail Eireann in 
the Appropriation Act 201 2. 



Surplus to be surrendered Amount of moneyappropriated in 201 2 but not spent 

in the year or deferred to 201 3, and so required to be 
surrendered to the Exchequer. 



Exchequer extra receipts Departmental receipts thatare not appropriated-in-aid, 

but are paid directly into the Exchequer. In certain 
cases, where the receipts are recurrent, an estimate of 
the amountexpected to be recovered is included in the 
estimate forthe vote. 
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Figure A1 Summary of Appropriations for Public Services in 201 2, by Vote 



Vote 


Service 


Amount appropriated 


Outturn 


Surplus/deficit 






Supply 
grants 


Deferred 
from 
2011 


Appropriations- 
in-aid 


Total 


Gross 
expenditure 


Appropriations- 
in-aid 


Net 

expenditure 


Gross 
surplus 


Excess/ Net 
(deficit) surplus 
in for the 
receipts year 3 






€000 


€000 


€000 


€000 


€000 


€000 


€000 


€000 


€ 000 


€ 000 


1 


President's Establishment 


3,002 


— 


92 


3,094 


3,065 


104 


2,961 


29 


12 


41 


2 


Department of theTaoiseach 


23,627 




912 


24,539 


22,362 


881 


21,481 


2,177 


(31) 


2,146 


3 


Office of the Attorney General 


14,997 




788 


15,785 


14,271 


820 


13,451 


1,514 


32 


1,546 


4 


Central Statistics Office 


43,502 




1,900 


45,402 


41,223 


3,633 


37,590 


4,179 


1,733 


5,912 


5 


Office of the Director of Public Prosecutions 


39,553 





975 


40,528 


39,890 


1,043 


38,847 


638 


68 


706 


6 


Office of the Chief State Solicitor 


32,952 


— 


1,860 


34,812 


30,679 


1,876 


28,803 


4,133 


16 


4,149 


7 


Office of the Minister for Finance 


32,082 


— 


1,254 


33,336 


26,195 


1,564 


24,631 


7,141 


310 


7,451 


8 


Office of the Comptroller and Auditor 
General 


6,591 


— 


5,875 


12,466 


10,920 


5,897 


5,023 


1,546 


22 


1,568 


9 


Office of the Revenue Commissioners 


311,978 




70,167 


382,145 


381,474 


73,347 


308,127 


671 


3,180 


3,851 


1U 


Office of the Appeal Commissioners 


477 




32 


509 


478 


33 


445 


31 


1 


32 


1 1 


Office of the Minister for Public Expenditure 
and Reform 


41,731 




5,274 


47,005 


42,603 


5,461 


37,142 


4,402 


187 


4,589 


12 


Superannuation and Retired Allowances 


443,275 




82,100 


525,375 


520,454 


87,944 


432,510 


4,921 


5,844 


10,765 


\ O 


UTTICeOT rUDIIC VVOrKS 


358,693 


8,000 


26,231 


392,924 


392,670 


26,384 


366,286 


254 


152 


406 


14 


State Laboratory 


0,Oc?D 




fins 

DUO 


q nm 




7Q7 


7 SDR 


RQfi 


192 


888 


15 


Secret Service 


1,000 






1,000 


515 




515 


485 




485 


16 


Valuation Office 


8,548 




2,174 


10,722 


8,885 


1,254 


7,631 


1,837 


(920) 


917 


17 


Public Appointments Service 


6,626 




254 


6,880 


6,699 


370 


6,329 


181 


116 


297 


18 


Commission for Public Service 
Appointments 


784 




30 


814 


502 


28 


474 


312 


(2) 


310 


19 


Office of the Ombudsman 


6,715 




380 


7,095 


6,256 


360 


5,896 


839 


(20) 


819 


20 


Garda Siochana 


1,334,042 




133,641 


1,467,683 


1,465,889 


133,386 


1,332,503 


1,794 


(255) 


1,539 
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€000 


€000 


€000 


€000 


€000 


€000 


€000 


€000 


€000 


€000 


21 


Prisons 


317,815 




18,348 


336,163 


334,573 


17,768 


316,805 


1,590 


(580) 


1,010 


22 


Courts Service 


59,775 




48,315 


108,090 


107,697 


48,541 


59,156 


393 


226 


619 


23 


Property Registration Authority 


32,661 




1,169 


33,830 


32,280 


1,313 


30,967 


1,550 


144 


1,694 


24 


Justice and Equality 


331,220 


460 


46,639 


378,319 


357,113 


51,974 


305,139 


21,206 


5,335 


26,541 


25 


Environment, Community and Local 
Government 


1,273,624 


34,000 


62,490 


1,370,114 


1,252,426 


70,658 


1,181,768 


117,688 


8,168 


125,856 


26 


Education and Skills 


8,062,710 




608,933 


8,671,643 


8,603,567 


580,513 


8,023,054 


68,076 


(28,420) 


39,656 


27 


International Co-operation 


512,877 




1,153 


514,030 


508,721 


1,419 


507,302 


5,309 


266 


5,575 


28 


Foreign Affairs and Trade 


181,783 


370 


44,048 


226,201 


208,141 


47,734 


160,407 


18,060 


3,686 


21,746 


29 


Communications, Energy and Natural 
Resources 


193,734 


15,800 


243,676 


453,210 


405,562 


237,320 


168,242 


47,648 


(6,356) 


41,292 


30 


Agriculture, Food and the Marine 


942,302 


26,900 


369,632 


1,338,834 


1,318,013 


378,256 


939,757 


20,821 


8,624 


29,445 


31 


Transport, Tourism and Sport 


1,595,378 


8,700 


449,808 


2,053,886 


2,050,481 


450,541 


1,599,940 


3,405 


734 


4,139 


32 


Jobs, Enterprise and Innovation 


828,283 


18,125 


53,772 


900,180 


850,886 


50,342 


800,544 


49,294 


(3,430) 


45,864 


33 


Arts, Heritage and the Gaeltacht 


263,772 




4,679 


268,451 


265,783 


5,938 


259,845 


2,668 


1,259 


3,927 




INdllUlldl Odlloly 


8,335 




253 


8,588 


8,446 


307 


8,139 


142 


54 


196 


35 


Army Pensions 


237,914 





6,000 


243,914 


243,849 


5,940 


237,909 


65 


(60) 


5 


36 


Defence 


647,020 


500 


40,925 


688,445 


657,141 


46,140 


611,001 


31,304 


5,215 


36,519 


37 


Social Protection 


14,082,935 




235,464 


14,318,399 


14,126,589 


244,824 


13,881,765 


191,810 


9,360 


201,170 


38 


Health 


324,380 


1,500 


3,916 


329,796 


244,498 


5,088 


239,410 


85,298 


1,172 


86,470 


39 


Health Service Executive 


12,520,933 




1,513,522 


14,034,455 


13,987,444 


1,489,345 


12,498,099 


47,011 


(24,177) 


22,834 


40 


Children and Youth Affairs 


414,757 




12,223 


426,980 


422,366 


12,387 


409,979 


4,614 


164 


4,778 


Total 


45,550,779 


114,355 


4,099,509 


49,764,643 


49,008,911 


4,091,530 


44,917,381 


755,732 


(7,979) 


747,753 



Note: a The net surplus is comprised of the excess of total appropriations by Dail Breann over the gross expenditure together with the surplus on appropriations-in-aid. Any apparent 
differences in totals are due to rounding. 
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Figure A2 Application of Surplus 201 2 Appropriations, by Vote 
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1,568 


— 


1,568 


9 


Office of the Revenue Commissioners 


3,851 


— 


3,851 


10 


Office of the Appeal Commissioners 


32 


— 


32 


11 


Office of the Minister for Public Expenditure and 

Ixcl Ul 1 1 1 


4,589 


— 


4,589 
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AHR 




AOR 


14 


State Laboratory 


888 




888 


15 


Secret Service 


485 




485 


16 


Valuation Office 


917 




917 


17 


Public Appointments Service 


297 




297 


18 


Commission for Public Service Appointments 


310 




310 


19 


Office of the Ombudsman 


819 




819 


20 


Garda Sfochana 


1,539 




1,539 



Figure A3 Exchequer Extra Receipts 201 2, by Vote 



Vote 


Service 


Estimated 
extra 
receipts 


Extra 
receipts 
realised 






€'000 


€'000 


1 


President's Establishment 


— 


— 


2 


Department of theTaoiseach 


— 


— 


3 


Office of the Attorney General 


— 


— 


4 


Central Statistics Office 


— 




5 


Office of the Director of Public Prosecutions 




234 


6 


Office of the Chief State Solicitor 




14 


7 


Office of the Minister for Finance 




91 


8 


Office of the Comptroller and Auditor General 






9 


Office of the Revenue Commissioners 


_ 


2,912 


10 


Office of the Appeal Commissioners 






11 


Office of the Minister for Public Expenditure and 
Reform 


_ 


29 


12 


Superannuation and Retired Allowances 


— 


— 


13 


Office of Public Works 


— 


140 


14 


State Laboratory 






15 


Secret Service 






16 


Valuation Office 






17 


Public Appointments Service 






18 


Commission for Public Service Appointments 






19 


Office of the Ombudsman 




3 


20 


Garda Sfochana 


7,200 


6,188 
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€'000 


€000 


€'000 


21 


Prisons 


1,010 




1,010 


22 


Courts Service 


619 




619 


23 


Property Registration Authority 


1,694 




1,694 


1A 

z4 


Justice and Equality 




OQ7 




25 


Environment, Community and Local Government 


125,856 


43,000 


82,856 


26 


Education and Skills 


39,656 


19,000 


20,656 


27 


International Co-operation 


5,575 




5,575 


28 


Foreign Affairs and Trade 


21,746 


400 


21,346 


29 


Communications, Energy and Natural Resources 


41,292 


10,400 


30,892 


30 


Agriculture, Food and the Marine 


29,445 


6,000 


23,445 


31 


Transport, Tourism and Sport 


4,139 


— 


4,139 


32 


Jobs, Enterprise and Innovation 


45,864 


25,000 


20,864 


33 


Arts, Heritage and the Gaeltacht 


3,927 


1,200 


2,727 


34 


National Gallery 


196 




196 


35 


Army Pensions 


5 




5 


36 


Defence 


36,519 


900 


35,619 


37 


Social Protection 


201,170 


1,050 


200,120 


38 


Health 


86,470 




86,470 


39 


Health Service Executive 


22,834 




22,834 


40 


Children and Youth Affairs 


4,778 




4,778 




Total 


747,753 


107,237 


640,516 



€'000 



€'000 



Z\ 


FVisons 






22 


Courts Service 


17,400 


1 1 ,803 


23 
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31 480 


27 240 


24 


Justice and Equality 




275 


25 


Environment, Community and Local Government 




174 


26 


Education and Skills 




1,824 


27 


International Co-operation 






28 


Foreign Affairs and Trade 




2,134 


29 


Communications, Energy and Natural Resources 




3,372 


30 


Agriculture, Food and the Marine 




3,904 


31 


Transport, Tourism and Sport 




2,042 


32 


Jobs, Enterprise and Innovation 


21,658 


32,876 


33 


Arts, Heritage and the Gaeltacht 




21 


1A 
o*+ 


INdllUMdl Odllcl y 






35 


Army Pensions 








36 


Defence 






37 


Social Protection 




89 


38 


Health 




13 


39 


Health Service Executive 






40 


Children and Youth Affairs 




334 




Total 


77,738 


95,712 
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5.1 Dail Eireann provides for money to be issued from the Central Fund of the Exchequer 
to pay for the normal services of Government departments 1 by 

■ approving estimates of the amounts required for each service 

■ formally authorising the amount that may be drawn from the Exchequer, in the 
annual Appropriation Act. 

5.2 Following the end of each year, the head of each department (referred to in this context 
as the Accounting Officer) is required to prepare an account, known as the 
appropriation account, for each voted service for which he/she has responsibility. By 
law, the appropriation account must present details of the outturn for the year against 
the amount provided by the Dail. The accounts present the cash amounts of payments 
and receipts in the year. 

5.3 The Department of Public Expenditure and Reform's Public Financial Procedures sets 
out strict rules that apply to the management of voted expenditure. In particular 

■ overall expenditure in the year may not exceed the amount authorised in the 
Appropriation Act 

■ any part of the amount authorised that remains unspent at the end of the year is 
liable for surrender back to the Exchequer 

■ departments cannot use the Exchequer funds paid into a vote for any purpose 
other than those specified in the estimate. 

Focus of this Examination 

5.4 The estimates of expenditure presented to the Dail for approval early in the year should 
reasonably accurately represent the amount that it is expected will be spent on each 
departmental service. They also effectively serve as cash limits. 

5.5 This examination reviews the vote outturn results for 2012 to assess how well votes 
were managed relative to the estimate amounts approved. It also assesses whether 
appropriation accounts present adequate explanations of the extent to which outturns 
differ from the amounts allocated by the Dail. 



1 In this report, the term 
'department' includes 
central Government 
offices, such as the 
Revenue Commissioners 
and the Office of Public 
Works. 
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Annual Voted Expenditure Cycle 

Figure 5.1 sets out the sequence and timing of the 2012 estimates process. Further 
details on the estimates and appropriation account process are set out in Public 
Financial Procedures. 

Figure 5.1 2012 Estimates cycle 



Mid -2011 



Mid -2011 



December 2011 



Preliminary forecast 
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Pre-budget estimate | 
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Budget estimates 



Budget planning 



June 2012 



November/ 
December 2012 



December 2012 



Estimates approved by Dail 



uH 

~Z L 



Year of account 



Supplementary estimates 



Supplementary estimates 
approved by Dail 



] 




March 2013 



September 
2013 



Financial reporting 



Submission of appropriation 
accounts for audit 



Publication of appropriation 
accounts 



] 
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Budget Approval 

5.7 The estimates of expenditure are presented under a series of 'votes', with one or more 
covering the functions of each department. The first part of the estimate for each vote 
(which is referred to as the ambit) provides a summary description of the services to be 
financed. The ambit is repeated in the Appropriation Act and so represents the 
purposes for which funds have been released by the Dail. 

5.8 Estimates are presented to the Dail with varying levels of detail as to how the money 
sought will be used. For larger votes, expenditure plans are generally set out for 
individual programmes that comprehend the scope of the vote. In turn, each 
programme may be broken down into a number of expenditure 'subheads', relating to 
areas such as pay, specific grant schemes, capital investment programmes, etc. 
Subsequently, the same programme/subhead structure must be used when the 
appropriation account for each vote is being prepared. 

Budget Monitoring and Adjustment 

5.9 Departments are required to monitor and manage expenditure within the programmes 
and subhead allocations approved by the Dail. The Department of Public Expenditure 
and Reform requires a profile of expenditure by month to be submitted with the 
estimate. Monthly returns of actual expenditure, including explanations of variations 
from profile, are also submitted to the Department, which analyses patterns of 
significant variances from original estimates. The monthly returns should also present a 
realistic view of the outlook for the remainder of the year, including all likely excesses 
and savings emerging. If spending begins to run over profile, or threatens to do so, 
departments are required to take action to bring it back into line with the approved 
estimate. 

5.10 When the Dail approves a vote estimate, it does so at the aggregate level. Departments 
are allowed some scope to move allocations between programmes and subheads, but 
only if the Department of Public Expenditure and Reform agrees. This reallocation 
process is referred to as 'virement'. 

5.1 1 If large adjustments to the budgets for programmes or subheads are required as the 
year progresses, formal approval must be sought from the Dail. This is done through 
the 'supplementary estimate' process. This process may also be used, if required, to 
increase the cash limit for the vote for the year. Details of supplementary estimates 
requested are discussed at the relevant Dail committees before approval is sought from 
the Dail itself. 



Overall Budget Variance, 2004 to 2012 



1 There is a statutory 5 12 

provision for unspent 

capital allocations to be 

carried over to the 

following year for use for 

the same purpose, with 

Department of Public 

Expenditure and Reform 

agreement. In this report, 5.13 

such carryover amounts 

are treated as part of the 

annual departmental 

budget. 



The original estimate amount approved represents the forecast of the amount required 
to meet the cost of the services to be provided from each vote. The budget variance is 
therefore the difference between the original estimate of net expenditure and the actual 
outturn in a year. 1 Figure 5.2 sets out the budget variance for all votes combined, for the 
years 2004 to 2012. 

Between 2004 and 2007, net voted expenditure was less than originally estimated each 
year. More recently, there has not been a consistent pattern of variances, reflecting the 
greater challenges in budgeting for public services in the aftermath of the banking crisis. 
In 2008, 2010 and 2012, net expenditure was greater than originally forecast. 
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Figure 5.2 Net expenditure variance with original budget for all votes, 2004 to 
2012 
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Source: Analysis by the Office of the Comptroller and Auditor General 

2012 Budget Variance by Vote 

Figure 5.3 sets out, for each vote, the proportionate variance between actual 
expenditure and the original estimate in 2012. 

■ There were six votes where the net expenditure outturn was greater than the 

original estimate. Army Pensions had the largest percentage overspend compared 
with the original budget. 



The remaining 34 votes incurred net expenditure less than originally anticipated in 
the revised estimates. 
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Figure 5.3 Net expenditure variance by vote, as a proportion of the original budget, 2012 



Army Pensions 
Courts Service 
Social Protection 
Superannuation and Retired Allowances 
Health Service Executive 
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Transport, Tourism and Sport 
Office of Public Works 
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International Cooperation 
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Arts, Heritage and the Gaeltacht 
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National Gallery 
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Source: 



Analysis by the Office of the Comptroller and Auditor General 
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2012 Major Budget Variances by Subhead 

5.15 There were 24 expenditure subheads across eleven votes in 2012 where the variance 
between the original estimate of expenditure and the outturn was more than €10 million 
and represented 10% or more of the original estimate. Receipts were also significantly 
different from the estimate in a few cases. The major subhead variances are outlined in 
Annex A, together with the explanations for those variances provided by the relevant 
Accounting Officers. 1 

5.1 6 The main causes of major variations were 

■ under or over estimation of the level of demand for schemes and programmes 

■ price increases in the case of the Department of Social Protection's Household 
Benefits Package scheme 

■ slower than expected progress on capital projects, for example, in the Water 
Services Investment Programme in the Department of the Environment, Community 
and Local Government 

■ clearance of a backlog of Family Income Supplement claims in the Department of 
Social Protection 

■ uncertainty regarding the level and timing of receipts in the case of European Social 
Fund receipts and European Globalisation Adjustment Fund receipts in the 
Department of Education and Skills. 

5.17 In the case of the Garda Siochana vote, provision was not made in the estimate for 
expenditure on the GoSafe speed camera contract, on the basis that the cost is funded 
by receipts from fines. A technical supplementary estimate providing for the 
expenditure and the receipts is approved each year. 2 

5.18 The Accounting Officers of a number of Departments outlined that, in some cases, the 
additional spending on subheads is offset by savings in other subheads or votes. For 
example. 

■ The Accounting Officer for the Army Pensions vote stated that the overspend of 
€30 million in retirement benefits is offset by a related underspend on pay in the 
Defence vote. 

■ The Accounting Officer of the Department of Social Protection pointed out that 
underspends on the Tus and National Internship work placement schemes arose 
because of lower demand from the target group (jobseekers allowance claimants) 
and as a result there were related overspends against the original estimate on the 
jobseekers allowance scheme. 



1 Variances on the Health 
Service Executive vote are 
considered separately in 
Chapter 21. 

2 See Chapter 8 which 
provides further 
information in relation to 
the operation of this 
contract. 



78 



Report on the Accounts of the Public Services 2012 



Supplementary Estimates 2008 to 2012 

5.19 Figure 5.4 lists the 20 votes which have had recourse to supplementary estimates 

between 2008 and 2012. In 2012, there were supplementary estimates for nine votes. 



Figure 5.4 Votes with supplementary estimates, 2008 to 2012 



Army Pensions 
Health Service Executive 
Garda Siochana 
Courts Service 



2008 



O 

o 



2009 

o 



2010 

o 



2011 



2012 



Justice and Equality 

Social Protection 

Jobs, Enterprise and Innovation 

Environment, Community and Local Government 



O 



o 



o 



o 

o 
o 



o 

o 
o 



o 
o 



Transport, Tourism and Sport 
Arts, Heritage and the Gaeltacht 
Superannuation and Retired Allowances 
Education and Skills 

Foreign Affairs and Trade 
Agriculture, Food and the Marine 
Children and Youth Affairs 
Public Expenditure and Reform 



O 

o 

o 
o 



o 



o 
o 



o 
o 



o 



Director of Public Prosecutions 
Secret Service 

Communications, Energy and Natural Resources 
Prisons 



O 



Source: Analysis by the Office of the Comptroller and Auditor General 

Note: • indicates that there was an increase in the net expenditure estimate i.e. a substantive supplementary 

estimate. 

° indicates that the increase in net expenditure was a token €1 ,000 i.e. a technical supplementary 
estimate. 
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5.20 Some votes received supplementary estimates which had the effect of increasing their 
net provision by a token amount of €1 ,000. This is required, for instance, where 

■ substantial increases in expenditure are proposed under some subheads, but they 
are offset by substantial savings on other subheads 

■ a substantial increase in overall expenditure is proposed, but this is offset by 
increases in receipts on the vote (appropriations-in-aid). 

5.21 Six votes have had frequent recourse to supplementary estimates in order to increase 
their expenditure provision. Figure 5.5 sets out the average increases provided for in 
those votes. 



Figure 5.5 Supplementary estimates for expenditure subheads — average 
proportion of original estimates, 2008 to 2012 



Army Pensions 
Social Protection 
Courts Service 
Garda Siochana 
Justice and Equality 
Health Service Executive 



7.1% 



| 3.7% 



2.1% 



1.7% 



1.3% 



3.9% 



0% 2% 4% 6% 

Supplementary-average % of original estimates 



8% 



Source: Analysis by the Office of the Comptroller and Auditor General 

Note: Each vote received a supplementary estimate for each of the five years, except Justice and Equality 
(four years) and Social Protection (three years). 



1 An explanation is 
required where the outturn 
of a subhead varies, 
compared to the amount 
provided, by €100,000 or 
more, and represents 5% 
or more of the amount 
provided (25% in the case 
of administrative budget 
subheads). 



Accounting for Budget Variances 

5.22 The accounting policies for appropriation accounts set by the Department of Public 
Expenditure and Reform require the inclusion in the notes to the accounts of an 
explanation of any significant variance between the outturn and the total amount 
provided in the appropriation act. 1 Public Financial Procedures require that explanations 
of variations should be concise, meaningful, and should supplement rather than 
reiterate the information contained in the appropriation account. The Department of 
Public Expenditure and Reform has issued reminders to departments of this 
requirement each year. The quality of the explanations provided varies. In some cases, 
the explanations provided include minimal levels of detail. Some merely reiterate the 
fact of a variation, rather than present a cogent explanation of why the estimate was 
wrong. 

5.23 Supplementary estimate adjustments are incorporated before the variance is calculated. 
As a result, there is no requirement to provide explanations in the appropriation account 
of the reasons for any supplementary estimates that have been approved during the 
year. 
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5.24 In 2012, there were 31 expenditure subheads across nine votes that would have 
required an explanation of the variation against the original estimate, but because of a 
supplementary estimate, no explanation was required in the relevant appropriation 
account. 1 In 12 further cases, explanations of the variation of expenditure outturn 
compared with the amount appropriated are given but ten of these do not include 
reasons for the supplementary estimate adjustments. 

5.25 The absence of explanations where budget variances have been dealt with through 
supplementary estimates, and the quality of a significant number of explanations means 
that the usefulness of some of the disclosures in the appropriation accounts with respect 
to variances is diminished. 



Conclusions and Recommendation 

5.26 Estimates approved by Dail Eireann early in the year are stated to represent "an 
estimate of the amount required" to provide for the cost of departmental services in the 
year. This is the basis on which the Dail is asked to allocate budgets to the 
departments. 

5.27 Most votes are managed each year within the original voted expenditure limits. On an 
individual vote basis, there were six votes in 2012 where net expenditure exceeded the 
amount originally voted. 

5.28 A number of votes have had repeated recourse to supplementary estimates over the 
past five years. Significant variations from original estimate and the repeated 
requirement for supplementary estimates for the same subheads may be indicative of a 
need to improve departmental budget forecasting. 

5.29 Explanations are required to be provided in appropriation accounts where the variances 
exceed parameters set by the Department of Public Expenditure and Reform. In some 
cases, the explanations do not clearly explain the precise factors that caused the 
outturn to differ from the original amount provided. In addition, where a supplementary 
estimate changed the original estimate for the subhead, an explanation may not be 
required. As a result, the appropriation account may not give a complete picture of how 
a departmental budget was managed in a year. 



Recommendation 5.1 : Appropriation accounts should explain the variance 
between the original estimate approved by Dail Eireann and the outturn in terms 
of the elements of the forecast which differed from that originally approved. The 
fact that a variation was addressed by way of supplementary estimate should 
form part of the explanation. The Department of Public Expenditure and Reform 
should revise the relevant accounting policy to require more appropriate 
disclosure of variances. 



Accounting Officer's Response: Agreed. The Department of Public 
Expenditure and Reform will review the relevant accounting policy. 



1 In one case, an 
explanation of the variance 
between outturn and final 
estimate was provided, but 
did not explain the reason 
for the supplementary 
estimate. 
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Annex A Variances from Original Estimates of €10 million and 10%, or more 



Subhead 

Vote 12 Superannuation and Retired Allowances 

Additional allowances and gratuities in respect of 
established officers and payments in respect of 
transferred service 



ilarv 



Original estimate 
Outturn 

Variance ^ 



€116 million 
€141 million 
€25 million / 22% 



Vote 20 Garda Siochana 

Communications and other equipment 

Original estimate €18 million 

Outturn €28 million 

Variance ♦ €1 million / 56% 

Safety cameras — certain receipts from fixed charges 

Original estimate €0.1 million 



Outturn 

Variance ^ 



€16 million 
€16 million/ 160 times 



Explanation 



There was a higher than anticipated level of 
retirements in early 2012 as the 'grace period' 
(where retirement benefits were based on salary 
rates at 31 December 2009 - i.e prior to the pay 
cuts introduced from 1 January 2010 under the 
Financial Emergency Measures in the Public 
Interest (No 2) Act, 2009), originally due to 
terminate at the end of 201 1 , was extended to end 
February 2012. 



The overrun arises from costs associated with the 
GoSafe contract for the operation of safety 
cameras. 



It was agreed that the operational cost of the 
GoSafe contract would be met from the speeding 
fines issued as a result of the system. As such, a 
nominal estimate of €0.1 million is included each 
year in appropriations-in-aid in relation to these 
receipts and a technical supplementary adjustment 
is obtained to utilise the receipts to help defray the 
cost of the GoSafe contract. 



Vote 25 Environment, Community and Local Government 



Water Services Investment Programme 

Original estimate €331 million 

Outturn €268 million 

Variance ^ €63 million / 19% 

LEADER - rural economy sub-programme 2007—2013 

Original estimate €97 million 

Outturn €53 million 

Variance ^ €44 million / 45% 



Local authorities did not achieve the expected 
level of progress on the Water Services 
Investment Programme in 2012. 



Savings arose due to slower than anticipated 
project spending by the Local Action Groups which 
deliver the programme. 



Vote 26 Education and Skills 

Payments to local authorities in respect of 
superannuation 

Original estimate €220 million 

Outturn €262 million 

Variance ^ €42 million / 19% 

Residential Institutions Redress 

Original estimate €70 million 



The excess on the VEC and Institutes of 
Technology Superannuation subhead arose due to 
the increased number of new retirees in 2012 as 
well as the associated cost of their pension and 
gratuities (580 estimated versus actual retirements 



Outturn 

Variance ^ 



€38 million 
€32 million / 46% 



of 955). 

The saving in 2012 arose mainly due to a lower 
than expected number of applications being 
finalised by the Redress Board. 



ver 



Miscellaneous second level and further education 
receipts 

Original estimate €1 million 

Outturn €11 million 

Variance ^ €10 million /10 times 



Circa €8m of the surplus arose due to refunds 
from the European Globalisation Adjustment Fund 
on foot of the finalisation of claims submitted to 
Europe. The remainder of the surplus arose from 
refunds relating to the recoupment of social 
insurance benefits, refunds of overpayments and 
other ad hoc refunds that are miscellaneous in 
nature and difficult to estimate. 
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Subhead 



Explanation 



Receipts from the European Social Fund 

Original estimate €13 million 

Outturn €2 million 

Variance ^ €1 1 million / 85% 

Vote 29 Communications, Energy and Natural Resources 



The shortfall in EU receipts arises principally from 
a timing issue in the payover of the receipts. 




Sustainable energy programmes 

Original estimate €87 million 

Outturn €72 million 

Variance ^ €15 million / 17% 



Vote 31 Transport, Tourism and Sport 

Public service provision payments 

Original estimate 



Outturn 
Variance 



€254 million 
€290 million 



♦ €36 million/ 14% 




Vote 32 Jobs, Enterprise and Innovation 

Enterprise Ireland 

Original estimate 



Outturn 

Variance ^ 



€169 million 
€140 million 
€29 million/ 17% 



Vote 35 Army Pensions 

Defence forces pension schemes and payments in 
respect of transferred service 

Original estimate €204 million 

Outturn €234 million 

Variance ^ €30 million / 1 5% 




Savings were due to slower than anticipated 
uptake of the commercial and domestic grant 
schemes under the Better Energy Programme. 

This is a demand-led scheme and the slower than 
anticipated uptake reflects the economic slowdown 
and lower activity in the construction sector in 
particular. It can be extremely difficult to 
accurately predict the requirement for demand-led 
schemes. 



Public Service Obligation subventions are 
allocated to companies by the National Transport 
Authority to supplement fare income on services 
that would otherwise be uneconomic. Losses by 
CIE companies had increased due to rising fuel 
costs and lower passenger numbers. As a result, 
the Government decided in July 2012 to provide a 
further subvention of €36 million to CIE. CIE 
companies have put a recovery programme in 
place to avoid a recurrence of the need for 
emergency support. 



■ 



Investments committed to by Enterprise Ireland 
under the Innovation Fund Ireland were not drawn 
down at the pace anticipated at the time of the 
estimate. Commitments by Enterprise Ireland to 
provide funds are concluded when sufficient other 
capital has been raised. Fund managers took 
longer to close funds due to the challenging 
fundraising environment. 

In addition, the development plans of Enterprise 
Ireland client companies have been curtailed or 
postponed due to the impact of the economic 
downturn. 



Mainly due to the higher than projected number of 
retirements in late 201 1 and early 2012. The 
original estimate for 2012 provided for 345 
retirements while the actual number of retirements 
in 2012 was 597, of which 51 1 retired before 29 
February 2012. 

In addition, the pension and gratuity entitlements 
were higher than average due to the higher 
proportion of retirements at senior levels and with 
long service. 

Retirement patterns in the defence forces are 
difficult to predict due to the nature of the pension 
arrangements in place. This, together with the 
incentivised retirement provisions up to February 
2012, made accurate forecasting of numbers 
retiring extremely difficult. 
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Subhead 

Vote 37 Social Protection 

Payment to the Social Insurance Fund 

Original estimate €1,816 million 

Outturn €2,084 million 

Variance ♦ €268 million / 1 5% 
Family Income Supplement 
Original estimate €199 million 

Outturn €223 million 

Variance ♦ €24 million / 12% 
Supplementary Welfare Allowance 
Original estimate €160 million 

Outturn €180 million 

Variance ♦ €20 million / 13% 
Household Benefits Package 
Original estimate €125 million 

Outturn €144 million 

Variance ^ €1 9 million / 1 5% 
Tus - Community Work Placement Scheme 
Original estimate €84 million 

Outturn €67 million 

Variance ^ €17 million / 20% 
National Internship Scheme 
Original estimate €66 million 

Outturn €55 million 

Variance ^ €1 1 million / 17% 

Vote 38 Health 



Explanation 



Social Insurance receipts were €308 million lower 
than expected. This was partially offset by lower 
expenditure on Social Insurance Fund schemes 
and services of €40 million. 



Mainly due to a backlog of claims being cleared 
quicker than provided for in the estimate. 



Recoveries from primary schemes were less than 
estimated, partially offset by lower recipient 
numbers. 



Mainly due to higher energy prices arising on 
electricity and gas allowances than provided for in 
the estimate. 



There was a lower take-up of places than provided 
for in the estimate. 



There was a lower take-up of places than provided 
for in the estimate. 



The National Treatment Purchase Fund Board and 
Special Delivery Unit 

Original estimate €71 million 

Outturn €41 million 

Variance ^ €30 million / 42% 

Payments to a special account established under 
section 10 of the Hepatitis C Compensation Tribunals 
Act 1997 and 2002 

Original estimate €43 million 

Outturn €25 million 

Variance ^ €1 8 million / 42% 



Funding of €71 million was allocated to the 
National Treatment Purchase Fund in 2012. Of 
this total, €30 million was subsequently reallocated 
to the Health Service Executive to meet budgetary 
pressures in the acute hospital sector arising from 
activity levels greater than the targets set out in 
the National Service Plan. 

The Department is not in a position to forecast the 
number or value of amounts which will be awarded 
by the Hepatitis C and HIV Compensation Tribunal 
to claimants in any given year. The actual 
payments are dependent on the decisions of the 
Tribunal and these were less than were originally 
estimated. 
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Subhead 



Explanation 



Development, consultative, supervisory, regulatory 
and advisory bodies 

Original estimate €59 million 

Outturn €48 million 

Variance ^ €1 1 million / 19% 



Statutory and nonstatutory inquiries and 
miscellaneous legal fees and settlements 

Original estimate €19 million 

Outturn €9 million 

Variance ^ €10 million / 53% 



Spending on health agencies, including the two 
largest agencies funded from this subhead, the 
Mental Health Commission and the Health 
Information and Quality Authority (HIQA), was less 
than anticipated. The Department advances funds 
to these agencies up to the approved level of 
expenditure or actual expenditure, whichever is 
the lesser amount. 

In respect of the Mental Health Commission, 
provision was made for Mental Health Tribunal 
hearings, which are a statutory right under the 
Mental Health Act 2001 . The number of hearings 
originally provided for did not materialise as 
projected. There were also a number of other 
savings initiated by the Commission in 2012. 
These factors gave rise to a saving on the 
Commission's allocation for the year. 

In line with the Health Act 2007, HIQA was due to 
take on additional responsibilities in the area of 
registration and inspection of residential disability 
services. Due to delays in finalising arrangements 
to undertake this function the Authority did not 
require its full allocation. 

There were other savings on this subhead due to 
anticipated expenditure not arising during the year. 
This accounted for the bulk of the remaining 
savings on the subhead. 



The saving arose within miscellaneous legal 
settlements and fees. The primary reason was the 
length of time it took to settle anticipated cases. 
The Department does not have control over the 
timing of settlements and it is therefore difficult to 
estimate the number of cases or their value in a 
given year. 



Source: Responses by the relevant Accounting Officers 
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Land Swap Arrangement in the 
Provision of Affordable Housing 



6.1 In July 2012, the High Court awarded €32.6 million toa firm of house builders in acase 
taken againstthe Ministerfor the Environment, Communityand Local Government 
arising from a land swap agreementforthe purpose of supplying affordable homes to 
eligible home buyers in the private market. 1 The State was unable to deliver a site 
situated at Harcourt Terrace in accordance with the land swap agreement. In addition to 
the amountofthe award, court interestof€1 92,850 arose. The final bill for the firm's 
legal costs is awaited. 

6.2 This report outlines the background to the land swap which was the subject of the court 
award. 



Project Timelines 

6.3 The Affordable Homes Initiative formed part of the 2003 national agreementwith the 
social partners, Sustaining Progress. Underthe initiative, some 10,000 social and 
affordable housing units were to be provided partly through the use of surplus public 
lands. As part of its remit, the Affordable Homes Partnership (AH P) undertook at the 
requestof the Ministerfor the Environment, Communityand Local Governmentthe 
projectplanning and procurementof affordable homes on surplus State lands in the 
greater Dublin area. 2 

6.4 In 2004, the Governmentdecided to pursue a land swap option as part of the initiative 
whereby high value land in State ownership would be exchanged with a developer in 
return for the delivery of affordable housing on a site or com bination of sites owned by 
that developer. Being already zoned residential and serviced, the developer's sites 
would effectively be 'ready-to-go'. 

6.5 The deal provided that the successful firm would deliver21 5 housing units in the Dublin 
area within the timeframe required by AHP in return for a site owned by the State. The 
discounts on the 21 5 housing units were valued at €31 .2 million. Figure 6.1 outlines the 
key dates in the project. 



1 Affordable housing is 
housing that is made 
available for home buyers 
to purchase at a discount to 
the market price. 

2 AHP was established 
under the Affordable 
Homes Partnership 
(Establishment) Order 2005 
to enable the provision of 
affordable homes to the 
public. It was dissolved at 
the end of 2010 and its 
assets, liabilities and 
outstanding litigation 
transferred to the 
Department. 



6.6 The site involved in this case was at Harcourt Terrace, Dublin. It was owned by the 
Office of PublicWorks (OPW) and occupied by a Garda station and the Irish Film 
Censors Office. The successful bidder offered a price considerablyin excess of other 
bids. The firm concerned alreadyhad control of an adjoining site, which ithad previously 
p u rch a s ed f ro m th e State . 
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Figure 6.1 Timelines for Harcourt Terrace land swap 



2006 AHP engage architects to carry out feasibility study for developing the Harcourt Terrace 
site. 

AHP decide that land sw ap offers best opportunity to deliver affordable housing . 
AHP publicly advertise site and decide on the successful bidder. 

2007 Agreement signed on 7 December between AHPand successful firm setting out terms 
of the swap. 

21 5 affordable housing units provided by the successful firm by the year end . 

2008 Vacant possession of Harcourt Terrace site to be provided to the firm by the year end. 
This was not achieved. 

2009 Agreement in principle reached w ith the f irm w ith a view to the site being transferred to 
the firm and the firm leasing itbacktothe OPW for a maximum period of 5 years. 

201 Legal documentation to formalise the transfer and lease back is not completed .The firm 
serves a completion notice on AHP and seeks payment of purchase price. 

In December, National Asset Loan Management Limited acquired the loans secured on 
the Harcourt Terrace site from AIB in accordance with the provisions of the National 
Asset Management Agency Act 2009. 1 



Managing the risks in completing the deal 

6.7 One of the perceived advantages in the approach taken by AHP to securing affordable 
homes was that it transferred development activities and risks to the firm. However, the 
deal was not riskfree - difficulties were identified in relation to delivering vacant 
possession of the Harcourt Terrace site. This was raised in May 2006 when OPW wrote 
to the Departmentof the Environment, Communityand Local Government (the 
Department) stating that 

■ It had reservations aboutthe proposed timescale suggesting that it could take three 
years to relocate the Garda station to a proposed larger building on State owned 
lands adjacenttothe current Kevin Street station. 

■ It believed that the existing Garda station should notbe closed until sufficient 
permanentaccommodation and facilities were available elsewhere to avoid 
impairment ofGarda operations. 



6.8 To address the concerns raised by OPW, the tenderdocumentation forthe site had 
specified thatfreehold title for the site would transferto the successful bidder once all 
affordable units were received, subject to a requirement thatthe site would be leased 
back to the State until the end of 2008 at a nominal rent of €1 . 



6.9 At the end of 2008, the Garda station continued to be occupied, due to delays in 

delivering the planned alternative accommodation ata new station on Kevin Street. As a 
result, OPW was not in a position to provide vacant possession to the firm by the agreed 
date. 



1 National Asset Loan 
Management Ltd. is a 
special purpose vehicle 
established by the National 
Asset Management Agency 
(NAMA) forthe purpose of 
acquiring, holding and 
managing assets from 
participating banks. 



6.10 To address the matter, negotiations commenced in early2009 with the firm in orderto 
put a further transitional arrangement in place. The Irish Film Censors Office vacated its 
part of the site in March 2009 when it moved to new premises atSmithfield, Dublin. 
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6.1 1 The broad shape of an agreementwas reached in late 2009 with a view to transferring 
the site to the firm and the firm leasing the property back to OPW for a five year term 
from January 2009 with a break clause atyear 3, in the event the new Garda station 
was completed. The total rental costforthe five years was estimated at€3.5 million. 
The Department provided funding of €950,000 to AHP in late 2009 for onward payment 
to OPW in orderto pay the firm underthe deal. The funding of €950,000 was retained 
by AHP pending the conclusion ofthe deal . 1 

6.12 In 201 0, a difficulty arose as to whether stamp duty should applyto the transaction. 
Although the tenderadvertisementstated thatstamp duty was not payable on the 
conveyance of the land at Harcourt Terrace, the OPW was concerned aboutthe 
corporate structure being used by the firm in the transaction. 2 Ultimately, OPW withdrew 
their objection butatthat stage the firm had served a completion notice on AHP under 
the terms ofthe contract. As the State was unable to deliver vacant possession, the firm 
demanded paymentofthe sale price togetherwith €4.2 million for penalties underthe 
terms ofthe contract. The State did not accept the claim . The firm instituted legal 
proceedings in the High Court to secure the paymentof the purchase price. 



1 After the dissolution of 
AHP, the funding was 
passed to a company 
called the Housing and 
Sustainable Communities 
Ltd which commenced 
operations in 201 1. The 
company's main functions 
were to assist the 
Department and local 
authorities in policy 
implementation in 
developing sustainable 
communities and to 
undertake such regulatory 
and other services as 
requested by the 
Department. In 2013, the 
Housing and Sustainable 
Communities Agency was 
established under the Local 
Government 

(Miscellaneous Provisions) 
Act 2012 and took over the 
main activities of the 
company. 

2 Instruments made by , to 
or with the OPW are 
exempt from stamp duty 
under section 113 of the 
Stamp Duties Consolidation 
Act 1999. 



6.13 In a judgmentdelivered in July 2012, the High Court made an award to the firm of 
€32.588 million comprising 

■ €31 .243 million in respect of the discountgiven on the purchase price ofthe 
affordable homes 

■ agreed damages of€562, 539 being the costs incurred by the firm in contemplation 
of carrying out the development 

■ interestof €782,491 representing the costof the firm's borrowing between the date 
planning permission was obtained and the expiration ofthe completion notice. 

Court interestof €192,850 was also applied to the award from the date ofthe court 
judgementtothe date of paymentof the award. 

6.14 In addition, it was agreed to makea paymentof €861 ,000forthe firm's legal costs with 
the final bill expected to be submitted before the end of 201 3. Costs of €131 ,000 were 
incurred by the Chief State Solicitors Office (CSSO) in relation to the matter. 

Accounting for the payments 

6.15 The Departmentand OPW agreed an apportionmentofthe costs ofthe award. They 
also agreed a schedule of payments over a five year period to be paid through the 
Housing and Sustainable Communities Agency to NAMA as secured lenderofthe firm. 
€1 1 .3 million was paid in 201 2 as follows 

■ €5.664 million paid bythe Department 
€5.38 million paid by OPW 

■ €0.28 million paid by Housing and Sustainable Communities Ltd from the funding of 
€950,000 received by AHP in 2009. 

In addition, OPW and the Housing and Sustainable Communities Ltd paid €0.86 million 
towards the firm's legal costs. The firm's final legal costs remained to be quantified. 

6.16 The liabilities, excluding the outstanding legal costs, ofthe OPW and the Departmentat 
the end of 2012 were €13.6 million and €7.6 million respectively. 
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6.17 The effect of scheduling payments over five years isthatthe Exchequer does not need 
to finance the full paymentimmediately. Howeverany finance costs borne by NAMA will 
ultimatelyreduceany surplus arising to the Exchequer from NAMA's operations. 

Views of Accounting Officers 

6.18 The Accounting Officer of the Departmentofthe Environment, Communityand Local 
Government stated that the failure to close the original agreementwas a direct 
consequence of the inability to provide vacant possession of the site. Notwithstanding 
this, all parties had agreed the broad outline of a lease agreement by the end of 2009. 
She said thatthis arrangementhad still notbeen finalised bySeptember 201 and the 
firm eventually served a completion notice on the AHP who, in turn, served a completion 
notice on OPW. She stated that both the AHP and her Department made repeated 
requests to the OPW to finalisethe wording of the transferdeed and madeclearthe 
potential costs to the State for the failure to close the negotiations. 

6.19 The Accounting Officer of the OPW stated that OPW had engaged in extensive dealings 
in attempting to bring a satisfactory outcome to the transfer of the propertyin Harcourt 
Terrace to the firm and in the putting in place of a lease agreement between OPWand 
the firm for the period following the transfer. She stated that OPW had at all times acted 
in good faith, having regard to the advices it received and in a mannerthat was both 
prudent and expeditious. She stated that during discussion on the vacating of the 
Harcourt Terrace Garda station, OPW were informed that it was one of the busiest in 
the Dublin area and that a commitmenthad been given that the station would not close 
until the new Kevin Street station was constructed. She stated that the station was 
occupied until 2012 when it was closed as part of the general nationwide closure of 
certain Garda stations. 

6.20 The Accounting Officer of the CSSO stated that while agreement had been reached in 
principle in late 2009 to the outline terms ofthe sale and leasebackarrangement, ittook 
several months forthe detailed terms to be finalised atwhich pointthe firm refused to 
com plete the deal. She stated that correspondence between the parties had continued 
throughoutthis period and noted that the length of time taken to reach agreementon 
the terms was notunusual fora transaction of this complexity. 

Conclusion 

6.21 As a resultofthe inability to complete the transferof the Harcourt Terrace site, the High 
Court awarded €32.6 million to a firm of house builders together with court interestof 
€0.2 million and the firm's legal costs which remain to be assessed . The Department 
and OPW have agreed to a p portion the payments with 60% being charged to Vote 13 
Office of Public Works and the reminderbeing charged to the Interim Housing and 
Sustainable Communities Agency subhead in Vote 25 Environment, Communityand 
Local Government. However, in effect the payment relates to the provision of affordable 
housing which in the normal course would have been expected to be charged in full to 
the relevant subhead in Vote 25 Environment, Communityand Local Government. 

6.22 By agreement with NAMA, the award is being paid over a period of five years 
commencing in 2012. Both Vote accounts recognise the liabilityto meetthe balance of 
the award in future years. 



7 Management of the Fixed Charge Notice 
System 



7.1 Members of An Garda Si'ochana may issue a fixed charge notice to the drivers or 
owners of vehicles for certain road traffic offences. These include offences committed 
while driving, such as speeding or driving while holding a mobile phone, and compliance 
offences, such as illegal parking and failure to displayan up-to-date motortax disc. 
The penalty associated with a fixed charge notice offence is a fine, or (for offences 
committed while driving) a fine and the attachmentof penalty points to a driver's licence. 

7.2 One of the key objectives of the fixed charge notice system is to contribute to safer 
driving and reduced road accidentcasualties . While mostdrivers and vehicle owners 
will usuallycomplyvoluntarilywith the relevant laws, some mayonly act in a compliant 
manner if they perceive that there is a reasonable probabilitythat they will be detected if 
they commit an offence, and believe that such detections would result in the imposition 
and enforcement of significant penalties. Conversely, a perceived lowprobabilityof 
detection, or perceived widespread failure to impose penalties following detection could 
resultin increased frequency of commission of offences. A perception of arbitrary or 
partial application of enforcement of the law by An Garda Si'ochana could undermine 
both the deterrence objectives of the system and, more significantly, general public 
confidence in An Garda Si'ochana. 



Confidential Disclosure Received 



7.3 In July 2012, a memberofAn Garda Siochana contacted the Office of the Comptroller 
and Auditor General seeking a meeting to discussconcernsthatmemberhad aboutthe 
operation of the fixed charge notice system within the force. At the meeting, the member 
presented a file containing information, which itwas stated had been extracted from An 
Garda Siochana's database for recording and tracking progress in relation to detected 
offences. The information provided related to around 4,000 cases where itappeared 
thatfixed charge notices issued by An Garda Si'ochana had subsequentlybeen 
cancelled, resulting in drivers avoiding the associated penalties, and the loss to the 
Exchequer of the associated fines income. It also appeared from the information 
presented that multiple fixed charge notices had been cancelled forsome individuals. 

7.4 The memberofAn Garda Si'ochana who presented the file of information alleged that, 
in manycases, the fixed charge notices had been cancelled corruptlyand illegally. It 
was also alleged thata numberof persons who had benefitted from (one or more) 
cancellations of fixed charge notices for speeding ordangerous driving had 
subsequentlycommitted similar offences, resulting in some cases in deaths and/or 
injury to themselves and/orthird parties. 



7.5 A similarset of documents was supplied to the Office by the Chief Executive Officer of 
the Road Safety Authority in late August2012. In the following months, information 
aboutcancelled fixed charge notices and the matters alleged came to publicattention 
through disclosures in Dail Eireann and in the media. 
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Focus of this Examination 

7.6 On three occasions in the past, the Office of the Comptroller and Auditor General has 
examined and reported on the system of control applied by An Garda Siochana in 
relation to the fixed charge notice system or its predecessor'fine-on-the-spot' system. 1 
Key findings from those reports were 

■ failure to implementpenaltiesin relation to a significantnumberof fixed charge 
notices, including cancellation of 3% to 8% of the notices issued 

■ inadequate specification of the criteria for situations in which itwould be appropriate 
for An Garda Siochana to cancel fixed charge notices, and failure to record the 
reasons forcancellations 

■ an inabilityto take appropriate action againstdrivers of companyvehicles who 
commit offences where the company does not nominate the driver, and a lack of 
information as to why penalties become statute barred 

■ significantlevels of non-paymentof fines and of cases being sentforcourt 
proceedings. 

7.7 In the circumstances, I had a concern that the controls in place in relation to the 
operation of the fixed charge notice system might be inadequate, or might not be 
operated as intended. The information presented to the Office in July and August 201 2 
appeared to indicate that matters reported in previous reports had notresulted in 
improved (or sufficientlyim proved) control systems within An Garda Siochana. For this 
reason, I initiated an examination of the fixed charge notice system by staff of my Office, 
to address the following questions. 

■ What is the extent to which fixed charge notices are cancelled, orotherwise do not 
resultinenforcementofthe penalties associated with detected fixed charge notice 
offences? 

■ Are the controls in place in relation to processing of fixed charge notice cases 
adequate, and are they enforced effectively? 

■ Is therea material financial losstothe Exchequer as a resultof non -enforcement of 
fixed charge notices? 

7.8 The examination was confined to the operation of the system within An Garda 
Siochana. This included review of the rate of service of summonses in relation to 
unpaid fixed charge notice cases where legal proceedings were commenced, butdid 
not include examination ofthe outcome of unpaid fixed charge notices in the courts. 

7.9 Examinations bymy Office focus on the adequacy of systems, proceduresand practices 
implemented bythe bodies I audit. Other than to record relevant facts aboutthe actions 
of individuals, I do not have a remitto investigate or report on the behaviouror 
motivations of individuals. Accordingly, this examination does notseekto address the 
allegations that have been made of incidents of corruption and illegalityon the part of 
membersofAn Garda Siochana or of alleged offences committed bymembers ofthe 
public. 

1 Comptroller and Auditor 
General Special Report 
Number 37 (2000); 
Chapter 7 of the 
Comptroller and Auditor 
General Annual Report 
2003; and Comptroller and 
Auditor General Special 
Report Number 56 (2007). 



91 



Management of the Fixed Charge Notice System 



Methodology 

7.10 An Garda Siochana have adopted a detailed procedures manual forthe fixed charge 
notice system. The manual was last revised in 2005. The operation of the system in 
201 1 and 201 2 was assessed based on the standards prescribed in the manual. 

7.11 Forthe purposes ofthis examination, the Garda Siochana database of fixed charge 
notices recorded as having been issued in 201 1 and 2012 was analysed. The records 
were matched with data from the National Vehicle and Driver File (NVDF). We also 
received from An Garda Siochana an analysis of aspects ofthe Courts Service 
database. 

7.12 In addition, the examination team selected random samples of cancelled fixed charge 
notices in six Garda districts, and in the Garda Fixed Charge Processing Office in 
Thurles — a total of 350 cases. The file records in relation to each case were requested 
for examination in the respective offices. 

Fixed Charge Notice Processing 

7.13 During 2011 and 2012, almost850, 000 road traffic offences resulted in the issuing of 
fixed charge notices. 

7.14 More than half of the notices issued in 201 2 were in respect of speeding offences (see 
Figure 7.1 ). Together with tax disc, parking and mobile phone-related offences, these 
accounted for 90% of the notices issued in 201 2. 



Figure 7.1 Offences recorded on fixed charge notice system, by type, 2012 
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Seat belt 



Other 



Mobile phone 



Parking 



Source: 
Note: 



Analysis by the Office of the Comptroller and Auditor General 

'Other' includes breaking traffic lights, driving in bus lanes, driving without reasonable consideration 
and insurance offences. 
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Fixed Charge Notice Offences Detected 

7.15 The number of offences recorded showed significant monthly variation during the 

courseof2011 and 2012. Figure7.2 indicates the variations inthe level of speeding 
offence detections during thatthat period. 

Figure 7.2 Number of speeding offences recorded by month, 2011 and 2012 
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Source: Analysis by the Office of the Comptroller and Auditor General 

Detection Methods 

7.16 The detection of a road traffic offence maybe an interceptor non-intercept detection. 

7.17 Intercept detections are those where a memberof An Garda Siochana stops and 
speaks to a vehicle driver or records details of a parked vehicle. At that point, the 
Garda member has the discretion, having regard to the facts and circumstances of the 
case, to initiate a fixed charge notice or alternatively, to issue a verbal warning or 
provide advice to the driver. Where the Garda decides to initiate a case, the details are 
usuallyrecorded in a notebookand are later transferred by the Garda onto a duplicate 
form in the Garda station. Alternatively, they are captured on site in an electronic 
handheld device. 

7.18 Speed cameras record non-intercept offences through Garda-manned 'robot' vans or 
outsourced 'GoSafe' camera vans (in operation since November2010). 

7.19 Following detection, the details of each case are entered onto the Fixed Charge 
Processing System (FCPS) by 

■ posting of a copy of the duplicate form to the Fixed Charge Processing Office in 
Thurles for manual entryonto the FCPS 

■ docking of the handheld device in a Garda station, with automatic uploading of data 
onto the FCPS 

■ uploading of speed camera detections through the Outsourced Safety Camera 
Office (OSCAM). 
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7.20 The relative rates of recorded fixed charge offences for each detection method are 
indicated in Figure 7.3 below. Of particular note is the dramaticfall in the numberof 
recorded detections by GoSafe cameras since early201 1 . Detections by Garda 
cameras remained relativelyconsistent over the same period. 



Figure 7.3 Fixed charge notices issued during, 2011 and 2012 
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Source: Analysis by the Office of the Comptroller and Auditor General 

Spoiled/Lost Fixed Charge Forms 

7.21 An Garda Siochana has established a Notepad Tracking and Allocation System (NTAS) 
to control the issue of fixed charge notice duplicate forms (in notepads of 20 forms 
each) to members of the force, and the subsequent recording byGarda members locally 
of the details of cases where the forms have been used, or otherwise disposed of. The 
counterpart of each used form , and of any spoiled forms are required to be sentto the 
Fixed Charge Processing Office for entry onto its databases. 1 In practice, spoiled forms 
are not returned to the Fixed Charge Processing Office, and consequently, its database 
does notincludea record of spoiled forms. 



7.22 Each form in a notepad has a unique number that is intended to facilitate identification 
and control. An Garda Siochana does notroutinely analyse and monitorthe returned 
forms to identify missing forms, orfollow up with the relevant members where forms are 
unaccounted for. The Accounting Officer stated that a revised process to ensure all 
notepad notices are accounted for will be included in the revised FCPS user manual 
fourth edition which is currently under revision by the Garda National Traffic Bureau. 

7.23 For the purposes ofthis examination, NTAS records of forms issued between January 
201 1 and May 2013 were obtained from An Garda Siochana. In that period, around 
235,400 forms were issued. The information in the NTAS database was analysed to 
identify breaks in the identifiernumbersequence.thus indicating lostorotherwise 
unaccounted for forms. 



1 Procedure specified in 
Fixed Charge Processing 
System Manual (3rd 
edition), 2005. 



7.24 Some spoiled forms had been recorded byGarda members on the NTAS. Around 

2,1 00 spoilt notepad forms were recorded — a recorded spoiled form rate of 0.9% of 
forms issued. 
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7.25 Almost 18,900 further forms (7.4% of forms issued) from notepads in use during that 
period were not accounted for on NTAS. The reasons that a form may not be 
accounted for include 

■ the notepad form had been skipped in the sequence and had notyet been used 
(although later sequence forms in the notepad had been used) 

■ the notepad form was spoiled and discarded locally 

■ the notepad form may have been used to record an offence but a subsequent 
decision was made bythe detecting Gardanotto proceed with the case 

■ the notepad form was used to record the notice offence but was lost in the postto 
the Fixed Charge Processing Office, or had incorrector unclear details. 

7.26 All notice offences recorded on notepad forms sentto the Fixed Charge Processing 
Office are input to the fixed charge processing system bythe Office's staff. 
Approximately one in every ten forms received is returned by that Office to the detecting 
Garda to complete or clarify details ofthe detection. Around one-third of theseforms are 
not subsequently returned to the Office, and so do not result in a notice being issued to 
the driver or vehicle owner concerned. Theseforms are either recorded as spoilt 
notepad forms orare included in the unaccounted forfigure. 

7.27 Overall, 8.3% of the notepad forms issued in the period examined ended up being lost 
or spoiled, orotherwise unaccounted for. 

Outturn of Fixed Charge Notice Cases 

7.28 When a fixed charge notice is issued by post, the recipient has a period of 28 days from 
receipt of the notice within which to pay the specified fine amount, which varies 
depending on the nature ofthe offence. Payment in the period of 29 to 56 days after 
receiptof the notice incurs an additional 50% charge. When the paymentperiod has 
elapsed, the fine cannot be paid and the case mustbedealtwith througha court. 1 

7.29 Fixed charge fines were paid within 56 days of issue ofthe notice in respect of around 
71% of the fixed charge penalty notices issued in 201 1 and 2012 (see Figure 7.4). More 
than one in five cases resulted in court proceedings being initiated. 5% of cases were 
formallyterminated.and 2% had other outturns recorded. 



1 The 2010 Road Traffic 
Act includes a provision 
that will allow payment of a 
fine up to seven days prior 
to the date of a court 
hearing. This provision 
has not yet been 
implemented. 
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Figure 7.4 Status of fixed charge notice cases recorded in 2011 and 
2012 
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Source: Analysis by the Office of the Comptroller and Auditor General 

7.30 For offences detected in 2012, An Garda Siochana had total receipts from the payment 
of fines amounting to €21 .5 million. Receipts of Road Traffic Act fines for the period 
2008 to 201 2 are setout in Figure 7.5. 1 



Figure 7.5 Garda receipts from Road Traffic Act penalties, 2008 to 
2012 
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Initiation of Court Proceedings 

7.31 A total of 21 .8% of fixed charge notice cases recorded in 201 1 and 2012 were sentfor 
prosecution in court, resulting in the issuing of summonses, eitherautomaticallyor 
manually. Summons service is carried out by An Garda Siochana. 



1 Additional receipts from 
cases that proceeded to 
court were collected and 
accounted for by the 
Courts Service. 
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7.32 Data held on Garda systems in relation to summonses served for fixed charge notice 
offences is incomplete, because itdoes not routinely capture the outcomes ofcases 
referred for court proceedings. For this reason, the examination team reviewed 
summarydatafrom the Courts Criminal Case Tracking System (CCTS)in relation to 
fixed charge notice cases recorded in 201 1 and 2012. This indicated that for 201 1 
cases — which had sufficient time to be finalised in the courts — half of the cases that 
proceeded to summons stage were struck out in court becausethe related summonses 
had not been served. This suggests thataround 1 1 % of all recorded fixed charge 
notices cases end up unpaid and withoutbeing answered in court. 

Termination of Fixed Charge Notices 

7.33 A decision to discontinue proceedings and to terminate a fixed charge notice is 
effectively cancellation of the notice. The circumstances in which this mayoccurare set 
out in the Garda Siochana manual forthe fixed charge penalty system. The third 
edition of the manual has been in effect since 2005. 1 

Termination Procedure 

7.34 This examination found that, in May 2013,486 individual members of An Garda 
Siochana had the facility on the FCPSto terminate notices. This comprised 

■ 41 ChiefSuperintendents 

■ 151 Superintendents 

■ 294 Inspectors. 

7.35 According to the manual, formal authorityto cancel a specificfixed charge notice is 
assigned, in the relevant circumstances, onlyto 

■ the District Officer of the location where the offence took place 

■ the District Officer responsible forthe detecting member 

■ the Superintendentoverseeingthe Juvenile Diversion Programme 

■ the Inspectoroverseeing the Fixed Charge Processing Office in Thurles. 

The District Officer is the Superintendentof a Garda district, or an Inspectorwhere 
he/she is acting District Officer in place of the Superintendent. 

7.36 The examination found that there are no controls in the system to restrict Garda 
members who have the facility to terminate cases from doing so in relation to cases not 
within their authority. 

7.37 The FCPS includes a monthlyreport of notice terminations in each Garda district. The 
report for each district is available to the relevant District Officer. This lists each case 
terminated, the identity of the person authorising the termination, and otherdetails such 
as the recorded termination reason and termination date. 



1 The fourth edition of the 
manual is currently in 
preparation. 
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7.38 Notices maybe terminated fortechnical reasons or, in limited circumstances, based on 
requests fortermination from recipients of notices. The main features of the procedure 
for the managementof requests forthe termination of a notice are as follows. 

■ A petition for the termination of a notice must be submitted to the District Officer in 
whose districtthe offence occurred. The petitioner must submit his/her request in 
writing with any relevant supporting evidence. 

■ The District Officer (or acting District Officer) examines the circumstances and 
evidence provided and determines whether termination is warranted in accordance 
with the cancellation policy. 

■ All documentation relating to notice termination must be retained for audit 
purposes. 

Rate of Notice Termination 

7.39 In total, notices were terminated for42, 700 offences detected in 201 1 and 2012. This 
represents around 5% of the notices issued in those years. Justover half were 
terminated centrallyin the Fixed Charge Processing Office inThurles or as part of the 
Juvenile Diversion Programme. The remainder were terminated in Garda districts. 
Consequently, the average termination rate of notices among districts was 2.2%. 

7.40 The number of rejected petitions for notice termination is not recorded. 
Analysis of Notice Termination Rates at District Level 

7.41 There were 1 10 districts in operation during the 201 1 and 2012 period reviewed. 1 
Analysis of the rate of notice termination shows considerable variation between districts. 
The districts with the five highestand five lowestrates of term i nation of notice offences 
detected in 201 1 and 2012 are set out in Figure 7.6. In the Ennis, Roscommon and 
Sligo Districts , the rate of term ination of fixed charge notices was more than twice the 
average, and more than 50 times the rates in the Milford and Birr Districts. 



Figure 7.6 Rate of notice termination for fixed charge offences 
detected in 2011 and 2012, selected Garda districts 



1 Following a recent 
rationalisation programme, 
the current geographical 
structure of An Garda 
Siochana is 6 regions, 29 
divisions and 105 districts. 



District 

Ennis 

Roscommon 
Sligo 
Navan 
Loughrea 
National average 
Sw inf ord 
Askeaton 
New Ross 
Milford 
Birr 



Rate of notice termination 

5.9% 
5.7% 
5.4% 
4.8% 
4.4% 
2.2% 
0.3% 
0.3% 
0.2% 
0.1% 
0.1% 



Source: Analysis by the Office of the Comptroller and Auditor General 

Note: This analysis excludes notice terminations by the Fixed Charge Processing Office 
and the Juvenile Diversion Programme 
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Outside District Terminations 

7.42 A significant proportion of terminated fixed charge notice cases were terminated outside 
the district in which the offence was detected. The districts with the highest rates of 
non-local case termination are shown in Figure 7.7. In a number of districts, more than 
half of the cases terminated relate to offences detected in other districts. In the 
Blanchardstown and Bridewell Districts in Dublin, terminations related to 38 and 37 
other districts, respectively. 



Figure 7.7 'Other district" terminations 3 , selected Garda districts, 2011 and 2012 
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355 


3.1% 


81% 


37 


Kevin Street, Dublin 
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35% 


20 


Ennis 
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366 
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Coolock 
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1.1% 
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Henry Street, Limerick 
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Mullingar 


220 


1.9% 


18% 


11 


Source: Analysis by the Office of the Comptroller and Auditor General 



Notes: a Dublin Metropolitan Region Traffic and Garda National Traffic Bureau are excluded from this 
analysis as they cover a number of Districts 

b Other districts in which only one notice was terminated are excluded from this analysis 

7.43 Terminations across district boundaries are intended to be for technical reasons only 
e.g. where a detecting Garda identifies an erroror defect in the case details, and his/her 
District Officer agrees to the termination. In all other cases oftermination.the 
driver/vehicle owner must submit a petition to the District Officer of the district where the 
offence was detected , so there should be a record locallyof the requestfortermination . 

7.44 The examination team soughtdocumentation for a sample of 25 offences (five each in 
five districts) that were detected in the district but that had been terminated in a different 
district. Only in three cases (12%) were file documents in relation to the termination 
available locally. Of the remaining cases, where no documentation was available 
locally, 

■ there were 14 cases (56%) where the termination occurred in an adjacent district 
where a shared Traffic Corp unit was located 

■ in eight cases (32%), the terminating district was not contiguous with the district of 
offence detection. 

Accordingly, in this sample, at leastone third of the 'terminated outside district' cases 
appear to have been unauthorised within the terms of the Garda manual guidelines. 
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Reasons for Termination of Notices 

7.45 The fixed charge penalty system manual specifies four categories of cases where 

termination of a fixed charge notice is permitted (see Figure 7.8). This includes technical 
processing errors, certain exempt cases under legal provisions and, in certain 
circumstances, participants in the Juvenile Diversion Programme. 1 Terminations are 
also allowed under'exceptional circumstances', and some examples ofthe kind of 
circumstances envisaged are given. In the latter category, the circumstances described 
are, in most cases, capable of being supported by independent documentary evidence. 



Figure 7.8 Framework of permitted reasons for termination of fixed charge notice 
cases 



Te r m i n ati o n r easo n 
categories 


Examples 


Processing/system 
errors 




■ incorrect vehicle/driver details recorded 

■ unsuitable speed camera image 

■ notice undeliverable by post 


Statutory exemption 


■ drivers of emergency vehicles where such use does not 
endanger the safety of other road users (exempt under Road 
Traffic Acts) 

■ parking in restricted zones while loading or unloading a vehicle 
(under local authority bye law s) 


Juvenile Diversion 
Programme 


No example given 


Exceptional 
circumstances 


■ vehicle was stolen or broken down 

■ the offender is resident outside the jurisdiction or the vehicle was 
hired by a non-resident of the State 

■ the vehicle belongs to a person entitled to claim diplomatic 
immunity 

■ motor tax was paid for the period but the disc was not displayed 
— supporting evidence required 

■ certain parking offences by a doctor attending to an urgent call 


Discretionary 3 


■ medical emergency 

■ family bereavement 

■ other 



Source: Fixed Charge Penalty System Manual (2005) and the FCPS system 

Note: a This category is not given in the system manual, but is included on the fixed charge penalty 
system as a selection option when recording the reason for termination of a notice. 



1 This is a programme to 
prevent young offenders 
from entering the criminal 
justice system. 
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7.46 Priorto April 2012, the FCPS offered limited options for the categorisation of the reason 
for termination of a notice. As a result, in the period January201 1 to March 2012, in 
excess of 92% of notice terminations were categorised on the system simply as 
'cancelled', with the remainder categorised as 'system error' or being underthe Juvenile 
Diversion Programme. 

7.47 The option to record 'cancelled' as the reason for termination has not been available 
since April 201 2, when the software was updated to include an expanded range of 
options including 'Discretionary — medical emergency, 'Discretionary — family 
bereavement' and 'Discretionary — other'. The manual was not updated to reflect the 
change. 

Recorded Termination Reasons 

7.48 The reasons recorded on the fixed charge processing system for notices terminated in 
the period April to December 201 2 are summarised in Figure 7.9 below. 



Figure 7.9 Reason recorded on FCPS for Termination of Notice 



District Offices Fixed Charge Processing Office 




□ Processing/system 
error 

□ Statutory 
exemption 

■ Juvenile Diversion 
Programme 

□ Exceptional 
circumstances 

■ Discretionary 



Source: Analysis by the Office of the Comptroller and Auditor General 

7.49 The examination team reviewed samples of files relating to notice terminations in the 
Fixed Charge Processing Office and in five districts where the rate of termination of 
notice for penalty point offences was in excess of 5%. A sample of files was also 
examined in a further district with a very low recorded rate of termination of notice 
cases. 

7.50 The audit noted that several of the notice terminations reviewed in the Fixed Charge 
Processing Office were part of batch terminations, wherebya large numberof notices 
(several hundred in some cases) were terminated due to systemic errors, such as an 
incorrect townland name recorded on the notices. 
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7.51 From the sampleof300 notice terminations reviewed in district offices, the file 
documentation recorded a wide range of reasons forthe termination of notices. There 
was no apparent reason stated in 1 1 cases — 4% — to indicate why the case was 
terminated. In more than half the cases examined, the terminations had been for 
'discretionary 1 reasons. Circumstances of each case recorded on file, and apparently 
accepted by District Officers as valid grounds fortermination of the case, included 

■ driver was speeding on wayto hospital or GP appointmentorvisiting others in 
hospital (26 cases) 1 

■ driver acknowledging thatthe vehicle was not taxed when stopped butthattax 
arrears had subsequently been paid covering the period when stopped (1 3 cases) 

■ nine cases where drivers acknowledged they had exceeded the speed limit but 
offered an explanation for speeding such as 

• the road being wide and quiet 

• rushing to pick up a relative from a bus station 

• being late for a religious ceremony 

• hurrying back to a farm as bees were attacking livestock 

• being late for a swimming lesson 

• being on 'urgent domestic business' (no further detail recorded) 

• the vehicle speedometerwas notworking 

■ four cases where the driver acknowledged thatan offence was committed and 
stated that 

• the driver did not see the red light 

• the driver accidentallyexceeded the speed limit 

• there was a lack of concentration by the driver who had other issues on his 
mind, such as a cow dying on his farm. 

■ a driver who was stopped forusing his mobile phone while driving butwho had not 
explained to the Garda when stopped thatthe call was urgentand related to his 
sick child. 

7.52 The guidelines for operation of the fixed charge notice system state that all 
documentation relating to the termination of a case must be retained for audit purposes. 
The examination ofsam pie cases found thatthere was relevant supporting 
documentation forall cases terminated in the Fixed Charge Processing Office. In 
marked contrast, there was no documentation available to reviewfor almosta quarterof 
the sampled termination cases in district offices. 

7.53 In over 60% of district office cases where documentation was retained and was 
available for review, the basis forthe notice termination was a letterof petition from the 
vehicle driver, without any third party corroborating evidence to supportassertionsmade 
in the petition. In practice, third party corroborating evidence is unlikelyto be available 
for some of the circumstances putforward in petitions as outlined above. 



1 This excludes instances 
where a medical 
emergency was suggested 
ev en if no ev idence of the 
emergency was on file. 
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Multiple Notice Terminations for a Vehicle 

7.54 The database of fixed charge notice cases for 201 1 and 2012 was analysed to identify 
vehicles with multiple terminations, based on the registration number of the vehicle. 1 

7.55 The frequency of occurrence of three or more case terminations for individual vehicles is 
setout in Figure 7.10 below. The analysis shows that2,900 cases were terminated in 
relation to around 700 vehicles with three or more cases terminated each. Almost650 
terminated cases related to 96 emergency response vehicles. 2 



Figure 7.10 Multiple fixed charge notice terminations, for offences detected in 
2011 and 2012 



1 Analysis based on the 
registration number of a 
vehicle may overstate the 
number of fixed charge 
notice terminations forthe 
vehicle owner where there 
are multiple users of the 
vehicle or where 
ownership of the vehicle 
has changed. Equally, 
where an individual drove 
more than one vehicle 
during the period, the 
analysis may understate 
the terminations attributed 
to an individual driver. 
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Company Summons Cases 

7.56 A previous report drew attention to an impediment in the FCPS that resulted in an 

inabilityto take appropriate action againstthe drivers of com panycars. 3 Penalty points 
cannot be attached to a company, since it cannot hold a driving licence. While there is 
a legal obligation on a registered ownerto report who was driving when an offence is 
detected, it is frequently reported that the driver at the time cannot be identified. This 
could undermine a potential court case. 



2 The guidelines for 7.57 

statutory exemption cases 

potentially cover fire 

brigade vehicles, 

ambulances and vehicles 

used by Gardaf in the 

performance of their duty , 

as provided for by Section 

27 of the Road Traffic Act 

2004. However, the 

exemption applies only 

where such use does not 7.58 

endanger the safety of 

other road users. 



FCPS data indicates that notices were issued to companies for 20,844 road traffic 
offences during 201 1 and 201 2, of which 

■ 28% were paid 

■ 23% were terminated 

■ 49% were otherwise notpursued, being given 'companysummons'status on the 
system. 

Almost all cases that proceed to 'companysummons'status relate to speed camera 
detections. Where the vehicle is not intercepted and driver details taken at the scene, 
notices are issued to the vehicle owner, as recorded on the NVDF. 



3 Chapter 7, 2003 Report 
of Comptroller and Auditor 
General. 
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7.59 Inconsistencies in the recording of company names on the NVDF complicate 
identification of 'repeat offender' companies and resultin understatementofthe count. 
Notwithstanding this, the analysis of fixed charge cases detected in 201 1 and 201 2 
indicate that 

■ onecompanyhad 203 cases going to 'com panysummons' status 

■ two companies had 70 and 82 such cases, respectively 

■ a further 12 companies had between 20 and 50 such cases. 

7.60 Companies with significantnumber of notices going to companysummons status 
include vehicle hire companies and garages. 

7.61 Assuming thefine was paid within 28 days in such cases, the revenue forgone in 2011 
and 2012 in respect of com panycar cases terminated or not pursued is estimated at 
€1 .12 million. 

Statute Barred Cases 

7.62 Promptprocessingoffixed charge notice cases is required because of statutory time 
limits. If court proceedings are to be taken, they must be initiated within six months of 
the date of the offence. Thereafter, proceedings become statute barred. 

7.63 Over 3,000 notice offences detected in 201 1 and 2012 had become statute barred by 
March 201 3. These accounted for around 0.4% of all notice offences detected. 

7.64 A driver who receives a fixed charge notice is allowed a 56 day period to pay the fine 
(including time surcharge, if applicable) priorto a court summons being generated. 
Since April 201 2, the FCPS will not generate a fixed charge notice to send to the driver 
if there are less than 70 days left until the offence becomes statute barred. Where a 
notified fine payment is not received, this ensures a minimum often working days to 
initiate court proceedings, which is done electronically. 

7.65 Analysis of the records for cases involving offences detected in 201 1 and 201 2 that 
subsequentlybecame statute barred indicates that late entry of the data onto the FCPS 
was a factor. This was particularlya problem where offences were recorded on 
handheld devices and notepad forms. 

■ 26% of the cases had been entered on the fixed charge processing system 1 1 
days or more after the date of the offence. Three quarters of these had been 
recorded on a handheld device, with the remainder recorded on a notepad form . 

■ 30% of cases had a time lag of 80 to 1 09 days between the date of offence and 
date of entry on the FCPS, with the consequence thatthe offence was likely to 
become statute barred if the recipient nominated an alternate driver. Half those 
offences were recorded on a handheld device and half on notepad forms. 

7.66 Reduced speed limits applyto certain vehicles in certain speed zones, for example 
vehicles towing a trailer and heavy goods vehicles. 17% of statute barred notices 
related to reduced speed limit offences. Such cases detected by GoSafe cameras were 
not pursued, until a change in Garda procedure in July 201 2. Since then, such offences 
were automaticallyreferred to the Garda Information Services Centre. 



104 



Report on the Accounts of the Public Services 2012 



7.67 Garda records indicate thatsome cases mayhave proceeded to court via a manual 
summons, but are recorded as statute barred because the electronic link between the 
offence and the manual summonswas not recognised. 14% of statute barred cases 
had a summons (SA1) identifier recorded on the FCPS. 

Imposition of Penalty Points 

7.68 Penalty points are imposed on the licences ofdrivers through the NVDF, whichis 
maintained bythe Department of Transport, Tourism and Sport. Fixed charge fines for 
466,000 penalty pointoffence were paid within the specified timeframe, giving rise to 
the imposition of penalty points withouta court attendance. 

7.69 Not every paid penalty pointoffence case resulted in the imposition of penaltypoints 
because 

■ where a number of offences are detected and recorded by a single notice, then in 
accordance with Section 2 of the Road Traffic Act 2002, only the penaltypoints 
relating to the offence with the largestnumberof points are imposed on the licence 
of the driver 

■ penaltypoints on foreign driving licences have only been recorded since December 
201 1- the database indicates that 12% of those who paid fixed charge penalty fines 
with associated penaltypoints were holders of foreign driver licences. 

7.70 The examination team traced all paid penalty point offences detected in 201 1 and 2012 
to an extract of data from the NVDF. This exercise found that, in general, penaltypoints 
resulting from road traffic offences were appropriately imposed on the licences ofdrivers 
paying the charge, but there were some exceptions . 2,850 notice offences were not 
presentonthe NVDF file. In an examination of a sample of such cases, itwas found 
that all the cases had been forwarded from the FCPS to the NVDF. The reasons they 
were not recorded on the NVDF included 

■ 53% had been deleted from the NVDF after the expiration of an automatic penalty 
point licence disqualification (automatic disqualification occurs when a total of 12 
points are accumulated) 

■ 36% had been deleted from the NVDF by Road Safety Authority staff on direction 
from An Garda Siochana, principallydue to speed limitor location errors on the 
notice 

■ 1 1 % were rejected by the NVDF and returned to An Garda Siochana as the driver 
name and licence numberon the Garda file did not match details held on the 
NVDF. Rejected records maybe included in a subsequentfile if An Garda 
Siochana can resolve the conflicting details. 
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Conclusions and Recommendations 

7.71 One of the key objectives of the fixed charge notice system is to contribute to safer 
driving and reduced road accidentcasualties.The number of fatalities on Irish roads has 
declined rapidlyfrom a peakin 2005. A similarlevel ofdecline has occurred in other 
jurisdictions. Forexample, Ireland and the UK both achieved a 51% fall inroad fatality 
rates per capita during the period 2002 to 2010 (the latest period for which international 
com parisons are available). However, it is not clear to what extent this is attributable to 
the operation of the fixed charge notice system . Other factors that contribute to the level 
of fatalities include vehicle design changes, better roads .trends in travel patterns, and 
road safety promotion. 

Overview of Fixed Charge Notice Case Outcomes 

7.72 Figure 7.1 1 summarises the results of the data analysis carried outfor this examination. 
This is expressed in terms of the proportion of cases detected in the commission of road 
traffic offences, and where a decision is made to initiate a fixed charge notice. 

7.73 The available evidence indicates thatthe majority of drivers — two out of every three — 
detected in the commission of road traffic offences paid their fines within the specified 
time period. Where relevant, penalty points were added to their licence record. In a 
further 10% of cases, where the fine is not paid, the recipients offixed charge notices 
have their cases determined in court. 

7.74 However, because of significantweaknesses in aspects ofthe operation of the fixed 
charge notice system, a substantial proportion of offenders — up to one in five — are 
ableto avoid penalties, and do not end upin court. These operational weaknesses 
need to be addressed urgentlyby An Garda Siochana to underpin the effectiveness of 
the system and to ensure fairness and continued public confidence in, and acceptance 
of, the fixed charge notice system. 

7.75 The Commissionerhas stated thata new policy in relation to cancellation offixed 
charge notices was issued to the entire Garda organisation on 30 August201 3. An 
Garda Siochana is also in the process of revision of all policies and procedures 
associated with the general management of the FCPS, through the revised FCPS user 
manual. 

7.76 The Commissionerhas stated thatwhile the FCPS was designed to capture the life 
cycle of a road traffic offence incurring a fixed charge notice, payment is outside the 
remitof An Garda Siochana. Two of every three offenders detected for commission of 
road traffic offences pay their fine. The reason a proportion ofthe remainderare not 
paid involve a variety of factors e.g. vehicles registered to companies, difference in 
ownerdetails on the NVDF, difficulty locating offenders forservice of summonses, 
technological difficulties such as illegible number plates, exempt vehicles, technological 
mismatch on specified vehicles, notices undelivered/incorrectlydelivered by An Post, 
etc. These factors will be broughtto the attention ofthe relevant process owners 
internallyand externally by the Garda National Traffic Bureau to effect improvements. 
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Figure 7.1 1 Overview of the Fixed Charge Notice System 
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Control of Fixed Charge Notepad Forms 

7.77 The design of the control system for fixed charge notice form notepads would allow for 
effective control of the forms, but this is not being achieved in a significant proportion of 
cases, because ofthe high level of unaccounted forforms. Not being required to 
accountfor every form creates scope for cancellation of fixed charge notices byGarda 
members subsequent to initiation of a case, outside ofthe formal notice cancellation 
procedure, and withoutappropriate controls . 

Recommendation 7.1: An Garda Siochana should immediatelycommence 
monitoring of missing sequence notepad forms and follow up regularlywith the 
relevant Garda members anyforms that are unaccounted for. Reasons forany 
spoilage should be recorded. Any decision bya memberof An Garda Siochana 
not to proceed with a case that has been initiated should be documented, 
recording the reason and the authorisation forthe cancellation. Such cases 
should be subject to review on a sample basis, including examination of forms 
retained at local level, and the notebook records ofthe Garda members with 
charge of the spoiled forms. 

Commissioner's Response: Agreed. This recommendation will beactioned by 
An Garda Siochana. 

Service of Summons 

7.78 One in nine detected fixed charge notice offences was unpaid butdid not resultin a 
court hearing because the summons was notserved by An Garda Siochana. The 
primary risk is that certain offenders may have identified ways of avoiding summons 
service, and consequentlymaybelieve that they can re-offend withoutconsequences. 
There may also be Garda districts where service of summonses does not receive the 
required priority due to resource constraints, low prioritisation orfor other reasons. 

Recommendation 7.2: Better integration between Garda and Courts Service 
case tracking systems is required to ensure that An Garda Siochana can 
effectively monitorthe outcomes of cases referred for prosecution. This would 
allow managementto analyse the patterns of (non) service of summonses and to 
identify appropriate responses e.g. targeting of repeat offenders for service of 
sum monses, and to follow up with districts where high rates of non-service of 
summonses occurs. 

Commissioner's Response: Agreed. This matter will be raised at the 
appropriate level between An Garda Siochana and the Courts Service in the 
context ofthe Criminal Justice Integration Project . A proposed new functionality 
will assist Garda management thereafterto identify districts where high rates of 
non-service of summonses occurs. 

Termination of Fixed Charge Notice Cases 

7.79 An Garda Siochana have adopted a clearly stated policy in relation to the termination of 
fixed charge notice cases . This is set out in the force's manual forthe system . The 
policy requires termination in certain cases where statutory exemptions are provided for, 
subjectto specified conditions being satisfied. It also specifies a numberof exceptional 
situations where the relevant District Officer may use his/her discretion and terminate a 
case, if the relevant facts are established. 



108 



Report on the Accounts of the Public Services 2012 



7.80 The operation of the FCPS does not accord with the termination policy as articulated in 
the manual in some keyrespects. In particular 

■ Senior officers with the facility to terminate cases on the system are not restricted to 
doing so only for cases within their line of management (districtor unit). 

■ The system provides forcases to be terminated on additional 'discretionary 1 
grounds, over and above the exceptional circumstances specified in the policy 
statement. 

7.81 There is evidence that the policy on termination of cases is notbeing applied 
consistently. In the sample cases reviewed for this examination, a significant proportion 
of cases appeartohave been terminated in circumstances thatdo not satisfy the stated 
policy. The rates of termination in manydistricts are too high to be considered reflective 
of 'exceptional circumstances'. Absentand inadequate records, and the recorded facts 
of many cases , give rise to concerns that many cases have been term inated without 
due cause. Furthermore, there are grounds for concern that certain 'outside district' 
cases were term inated withoutappropriate authority. 

Recommendation 7.3: The policy for termination of fixed charge notice cases 
should be reviewed by An Garda Siochana, and amended if required, or restated 
if not. Controls should be implemented in the FCPS to reflect the authorisation 
limits specified in the termination policy. 

Commissioner's Response: Agreed. This issue has alreadybeen identified and 
actioned by An Garda Siochana as a resultof internal review reports on the 
operation of the FCPS. Guidance to members issued on 30 August201 3 deals 
with this matter. 

7.82 Apart from the files examined in the Fixed Charges Processing Office, the standard of 
documentation kept in relation to the sample termination cases examined was 
inadequate, and is contrary to the instructions setoutin the system manual. 

Recommendation 7.4: An Garda Siochana should institute a system of 
independentsample-based reviews oftermination cases to confirm thatdecisions 
in termination cases are adequatelysupported bydocumentary evidence of 
relevant facts and a clear record of the reason why a requestfor termination was 
acceded to. 

Commissioner's Response: Agreed. A new procedure provides for 
examinations/audits of the FCPS by the Garda Professional Standards Unit, 
Garda Internal Audit Section and Assistant Commissioner Traffic. 

Recommendation 7.5: The authority on the FCPS to terminate cases should be 
restricted only to senior personnel in the Fixed Charge Processing Office, and 
those overseeing the Juvenile Diversion Programme. District officers should 
have authority to recommend termination in cases that com plywith the 
termination policy, including in exceptional circumstances, subject to the required 
documentaryevidence being supplied to the Fixed Charge Processing Office in 
supportof the recommendation. 
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Commissioner's Response: Agreed. The authority on the FCPS to terminate 
cases will be restricted onlyto senior personnel in the Fixed Charge Processing 
Office, and those overseeing the Juvenile Diversion Programme. District officers 
will have authority to recommend termination in cases that com plywith the 
termination policy, including in exceptional cases, subject to the required 
documentaryevidence being supplied to Thurles in support of the 
recommendation. 

A hard copy of all relevant documentation will be retained atthe district office for 
auditing purposes including the termination request. A certified fixed charge 
notice cancellation form will be signed and dated by the district officer. 

Penalty point and multiple termination issues 

7.83 During the review it was noted that the application of penalty points could not be 
completed in all cases. In particular, 

■ In over 300 cases penalty points should have been recorded on the licence of the 
driver but this could not be undertaken due to the name and licence numberonthe 
Garda file not matching details on the NVDF 

■ A significantnumberofthe 3,000 notices which became statute barred was due to 
the late entry of data onto the system due to delays by Gardai in submitting 
offences recorded on notepads and handheld devices. 

7.84 The review also noted around 600 vehicles that had multiple termination of notices in 
the period. Someof these related to companiesand a particular problem in identifying 
the driver. 

Recommendation 7.6: An Garda Siochana and the Departmentof Transport, 
Tourism and Sportmanagementshould reviewon a regularbasis the level of 
driver licence mismatches between the Garda file and the NVDF and multiple 
termination cases to determine whetheranyindividual or system responses 
should be undertaken. Garda managementshould also review offences 
becoming statute barred to determine the responses to be taken. 

Commissioner's Response: Agreed. An issue has been identified in relation to 
com plications associated with company registration legislation. In the context of 
this recommendation, An Garda Siochana will engage with the Departmentof 
Transport, Tourism and Sport to examine the issue of driver mismatches. 

Department of Transport, Tourism and Sport Accounting Officer's 
Response: The Departmentwill, in consultation with An Garda Siochana, who 
are responsible for the fixed charge notice system, examine the arrangements 
between the Gardafile and the NVDF and multiple offence terminations to identify 
any deficiencies, and if there are appropriate individual orsystem responses 
which can be implemented. There is already a forum of NVDF stakeholders 
involving An Garda Siochana, the Courts Service and others which considers 
matters relating to the use and application of NVDF data and we propose to raise 
these within that group. 
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The DepartmentregardstheNVDFasthe central 'record of fact' since it is the 
basis for issuance of the driving licence itself. An Garda Siochana are provided 
with a copy of the NVDF driver extract on a weekly basis to facilitate validation of 
Irish driver numberand licence holderdetails atthe time of paymentof the fines 
associated with the fixed charge notices. Consequently, if this verification process 
is properly applied, there should not be any miss-matches arising from the file 
submitted to the Departmentfor penalty points processing. 

As regards offences committed by the drivers of company cars, the registered 
owners of such vehicles commitan offence undersection 103 (1 1) of the Road 
Traffic Act 2002 if they fail to provide the details of who was driving the vehicle at 
the time of the alleged offence to An Garda Siochana. The provisions of section 
103 of the Road Traffic Act 1961 are scheduled to be replaced by new provisions, 
as setout in Part 3 (sections 34 to 49) of the Road Traffic Act 2010. Section 45 of 
that Act further enhances the existing provisions contained in section 1 9 of the 
2004 Act in terms of pursuing offences committed bythe drivers of company 
vehicles. 

Systems were put in place in June 2006 wherebyall companynames submitted 
with change of vehicle ownership notices (includi ng through the online service) 
are verified againstthe descriptions in the Com panies Registration Office 
database. This contributes to accurate and consistent legal entitydescriptions on 
the NVDF. 
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8.1 In July 2005, following consideration of a study by consultants and the report of an 
expert working group, the Governmentapproved a tender process forthe outsourcing 
by An Garda Siochana for a network of speed detecting cameras. 

8.2 Among the estimates contained in the reports were that 

■ the system would costinthe region of €4 .4 million perannum for approximately 
3,000 hours of safety camera detection a month 

■ annual revenue from speeding fines would be between €40 million and €70 
million a year when the system was fully operational 

■ revenue would fall in subsequentyears as compliance with speed limits 
increased, butwould remain in excess of the cost of operating the system. 

8.3 A public procurement process was conducted in 2007 by An Garda Siochana for the 
provision of a service for speed surveying and monitoring of vehicles. Responses to 
the tender requestsuggested thatthe likely costof the contract would be significantly 
greaterthan had been previously projected. Estimates ofannual revenue were 
revised downwards to around €27 million. The advice to Governmentin June 2009 
noted the difficulties in accurately estimating this figure but the indications were that 
the revenue would exceed costs. A formal proposal to proceed with the project was 
approved by the Governmentin June 2009. 

8.4 A contract was agreed with the successful tenderer, the GoSafe Consortium , to 
provide outsourced safety cameras fora period of five years. GoSafe commenced 
operations in November2010. 

Number of Fixed Charge Notices Issued 

8.5 The level of revenue arising from fixed charge notices issued is influenced bythe 
numberof detections of speeding offences bythe GoSafe system. 

8.6 The terms of the contract require the GoSafe Consortium to provide 7,475 hours of 
speed enforcement or speed surveying each month, with a minimum of 6, 000 of these 
hours being forspeed enforcement. An Garda Siochana requested 6,000 hours of 
speed enforcement each month until early 2013, when it increased speed 
enforcementto 6,725 hours. 

8.7 Figure 8.1 shows the numberoffixed charge notices issued as a resultof speeding 
offences detected by the GoSafe cameras for201 1 and 201 2. 
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Figure 8.1 Fixed charge notices from GoSafe camera detections, 
2011 and 2012 



Numberof 
Detections 
'000 
80 i 




Jan- Jun 201 1 Jul-Dec 201 1 Jan- Jun 201 2 Jul-Dec 201 2 



Source: Analysis by Office of the Comptroller and Auditor General of fixed charge notices 
data 

Effect of Cameras 

8.8 In November 20 10, GoSafe commenced operating in 51 8 zones .selected based on 
road collision data in the period 2004 to 2008. In March 201 3, a further 243 zones 
were added and 34 zones removed following analysis of collision data in the period 
2006 to 2012. 

8.9 The numberoffatal collisions in GoSafe zones and other zones is shown in Figure 
8.2. In practice, the level of fatalities in the targeted GoSafe zones had reduced very 
considerablybefore the outsourced cameras were deployed. 



Figure 8.2 Fatal collisions in Ireland, 2004 to 201 2 




Source: An Garda Siochana 
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8.10 Compliance with speed limits in zones monitored byGoSafe has increased, according 
to the results of speed surveying by GoSafe. The level of compliance in zones 
monitored by GoSafe is shown in Figure 8.3. 



Figure 8.3 Compliance with speed limits in zones monitored 
by GoSafe 



Speed limit in zone 

50 km/hr 
60 km/hr 
80 km/hr 
100 km/hr 



January 2011 

62% 
78% 
89% 
96% 



January 2013 

93% 
91% 
97% 
99% 



Source: An Garda Siochana 

Payments and Receipts 

8.11 The costof the operation of the GoSafe system inclusive of VAT was €0.2 million in 
2010,€15.8 million in 2011 and €15.6 million in 201 2. The estimated costfor2013 is 
€16.6 million. 

8.12 The Departmentof Public Expenditure and Reform sanction forthe GoSafe service 
provided for an annual expenditure of €13.5 million, excluding VAT. It also stated that 
the operational costof the system was to be metfrom "speeding fines issued as a 
resultof the system" and that the Justice Vote Group would have to carry any shortfall 
in revenue over the costs of operation from within the provision allocated to the 
Group. 1 



1 This excluded the first 
twelve months of full 
nationwide deployment, 
during which time the 
Department of Public 
Expenditure and Reform 
would fund any shortfall. 

2 Exchequer extra receipts 
are sums collected by 
departments and offices 
which are directed by the 
Department of Public 
Expenditure and Reform to 
be paid to the Exchequer. 

3 A supplementary 
estimate is required to 
secure Dail approval for 
the provision of additional 
money to that provided in 
the estimate for an existing 
serv ice or to cov er any 
shortfall in appropriations 
in aid. 



8.13 Receipts collected in 201 2 from fixed charge notices issued on foot of detections by 
the GoSafe safety cameras amounted to €4.6 million. As a result, there was a 
shortfall of €1 1 million relative to the costof the service. An Garda Siochana financed 
the shortfall through the retention of receipts from fixed charge notices issued on foot 
of other enforcement activities such as intercepts and Garda cam era vans. 

8.14 Total receipts from fixed charge notices in 2012 were €21 .5 million. Of this, €15. 8 
million was retained as appropriations in aid of the Vote. The remaining receipts (€5.7 
million) were paid overto the Exchequer. Up to the introduction of GoSafe cameras in 
November2010, all receipts from fixed charge notices were paid overto the 
Exchequer. 2 

8.15 In the Vote Estimate for An Garda Siochana, onlya nominal amount(€100, 000) is 
initiallyallocated as appropriations in aid for receipts from fixed charge notices. 
However, this is subsequentlyrevised as part of the supplementaryestimate process, 
to reflect the likely receipts. 3 
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Views of the Commissioner 

8.16 In relation to the allocation of receipts from fixed charge notices to fund the costof 
operating the system, the Accounting Officer stated that no funding provision forthe 
costof the GoSafe contract is made in the annual Garda estimate. As the introduction 
of speed cameras cameatthe time of the fiscal crisis, there was no increase in the 
gross currentexpenditure ceiling of the Garda Vote. It was decided as partof the 
estimates process to ring fence revenues by treating them as appropriations in aid in 
orderto fund the operation of the system. This was done by way of a supplementary 
estimate. 

8.17 He also stated thata key elementof the GoSafe contract is the surveying of speed 
limitcompliance across the country which informs Garda speed enforcement activities. 
In these circumstances, he considers itappropriate to allocate speed related fixed 
charge notices generated as a consequential benefit of the operation of the contract to 
offset the costof GoSafe. 

8.18 In relation to the deploymentof cameras, the Accounting Officer stated than An Garda 
Siochana are constantlyreviewing both the location and effectiveness of GoSafe 
zones, as well as the enforcementareas for other detection technologies. He said that 
several sites could be located within each enforcement zone. He also stated that 31 
new sites had been identified and are at the approval stage. It is proposed thatthese 
will be in place by the end of the year. 

8.19 He also stated thata weighting system had been in operation since September 2013 
whereby top weighting was given to sites where compliance is lowestand a fatality 
had occurred in recent years. The weightings will be reviewed every quarterto ensure 
that any changes in compliance are addressed. In addition, initiatives are underway 
with local authority engineers to provide facilities to enable GoSafe and other 
enforcementtechnologies to be utilised at locations which heretofore were considered 
inaccessible for operational reasons. 

Conclusion and Recommendation 

8.20 The amountallocated to appropriations in aid from receipts from fixed charge notices 
is not consistentwith the letter of sanction issued bythe Department of Public 
Expenditure and Reform . Receipts from fixed charge notices arising from offences 
detected other than from the GoSafe system are retained by the Vote. 

Recommendation 8.1 : An Garda Siochana should seek a revised sanction 
from the Departmentof Public Expenditure and Reform for the retention of 
receipts from fixed charge notices to fund the operation of the GoSafe system. 

Commissioner's Response: Agreed. An Garda Siochana will seeka revised 
sanction from the Departmentof Public Expenditure and Reform in line with this 
recommendation. 
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9.1 The State Pathology Service provides independent expert advice on matters relating to 
forensic pathologyand performs post-mortem examinations in those cases where there 
is a Garda investigation into a suspicious death. The Service operates as a stand-alone 
unit within the Departmentof Justice and Equality. Its expenditure is accounted for in 
the Department's annual appropriation account. 

9.2 Since the 1990s, the State Pathology Service has operated from prefabricated 
accommodation in Marino Dublin on a site owned by Dublin City Counci I (the Council). 
The Dublin Coroner's Office — which operates with the support of the Council — has 
operated from similarfacilitiesadjacenttothe State PathologyService. The Coroner's 
facilities include a mortuaryand a morgue, also located in a prefabricated building. 

9.3 The Departmentacknowledgedthatthe State Pathology Service's accommodation 
lacked the facilities required fora modern pathologyservice. There were also concerns 
aboutsecurity given the sensitivity of the work undertaken by the Service, and the 
dependence of certain prosecutions on the results ofthe Service's work. The location 
and physical condition of the Coroner's mortuaryand morgue were also considered 
unsuitable and the mortuary had been the source of complaints from members ofthe 
public. 

9.4 The Departmentand the Council decided in 2006 that the two services could be 
accommodated in one new building on the site in Marino and developed plans fora new 
'medico-legal centre' projectwhich included the construction of a new autopsy facility, 
body storage facility, a mortuaryand other accommodation. 

9.5 This report examines the expenditure charged to Vote 24 Justice and Equality related to 
the developmentofa new building, and the factors that gave rise to the situation where, 
despite a significantfinancial outlay, no new premises is available forthe State 
PathologyService and the Dublin Coroner's Office. 

Administration and Management of the Project 

9.6 The Departmentand the Council agreed that the Departmentwould fund two thirds of 
the costof the new centre, with the Council providing the site at its facility in Marino and 
funding the balance of one third ofthe construction costs. The Council tookthe lead 
role in project management, including procurement ofthe necessaryprofessional 
services, contractor, etc. 

9.7 The respective roles were agreed over a period , either through correspondence or 
meetings. However, there is no single documentwhich sets outthe respective roles. A 
Project Board was established and all decisions were taken by the Project Board. The 
Project Board consisted of members from the Department, the Council and the 
stakeholders. 

9.8 A planning objection was raised bythe Departmentof the Environment, Community 
and Local Government in March 2007 relating to the location ofthe project site adjacent 
to a national monument-the 18th century Casino. It took approximately a year to 
resolve this planning issue. Ministerial consentforthe project to proceed was granted 
subject to detailed archaeological test excavation. 
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9.9 A tender competition was launched in August2008. The tender invitation was based on 
the government departments and local authorities (GDLA)form of contract. Before the 
contract was awarded .objection was raised bythe Department of Finance in October 
2008 to the form of contract used. The Departmentof Finance had issued new forms of 
construction contracts in February 2007 under Circular33/06 which were required to be 
used by all governmentdepartments and agencies, including local authorities. The new 
contract was designed to achieve better value for money on publicworks contracts. 
This necessitated revision ofthe original tenderdocumentation to complywith the new 
form of contract and the re-tendering ofthe project. 

9.10 Following the second public procurement com petition, a contract between the Council 
and a builderwas signed in June 2010. Work started on the site in July 2010 on what 
was expected to be a 1 3 month build. However, the building contractor went into 
receivership in November 2010, leaving a partially completed structure. 

9.11 The receivership gave rise to a number of difficulties which necessitated detailed 
discussions bythe Departmentand Council with the receiver, the Attorney General's 
Office, the bondsman and other professionals such as architects and engineers 
involved in the construction. 

9.12 Following legal advice, a decision was taken to re-tenderthe contract to ensure 
completion ofthe projectand to conform with public procurementrules. However, the 
Departmentinformed the Council in2012that, dueto insufficientfunds being available 
and the expectation that funding would not become available in the foreseeable future , 
a newtendering competition should notgo ahead. As a result, the project was 
indefinitelydeferred. 

9.13 According to the Department, otheroptions to recommence the project were examined. 
The options included the completion ofthe build undera publicprivate partnership 
(PPP) arrangement. However, after consultation with the National Development 
Finance Agency and the Council, the Departmentdecided thatthis was nota viable 
option as it would be difficultto attract interestfrom the PPP marketgiven the 
specialised and complexnature ofthe building and the need to include this projectin a 
bundlewith other less complex projects, so as to createa PPP of a marketable size. 

9.14 The Departmenthas stated thatsignificant legal and procurement challenges were 
encountered during the projectand it was advised that the option in the contract to allow 
the bondsman to appoint another contractor was not permissible under EU procurement 
law. 

9.15 The Department, in conjunction with the Council, is now examining the feasibilityof 
pursuing a significantlyscaled down projectusing the former Whitehall Garda Station 
which is owned by OPW. (That site was in use as a Garda station at the time the 
original decision was taken to use the site in Marino). A decision on this project is to be 
taken when a detailed professional assessmentand furthercostings are available. 

9.16 A Project Team has been established with members from the Department, the Council 
and OPW to oversee the new project and to draft a revised business plan. 
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Costs Incurred 

9.17 Up to the date that building work ceased in 2010, €3.61 million had been spentonthe 
project. 

9.18 Between November2010 and early 2012, the stabilityof the partially-completed 
structure deteriorated which resulted in it becoming a riskto health and safety. Advice 
was received from a structural engineerthatthe structure should be demolished and 
this was arranged by the Council in 201 3. 

9.19 The expenditure incurred since 2010 was €550,000 which includes professional fees for 
the retendering exercise, ongoing security costs and demolition costs. The breakdown 
of the project costs up to July 2013 is given in Figure 9.1 . 



Figure 9.1 Project costs, 2006 to 2010 


Expenditure category 


€ 


Construction 


1,061,878 


Consultancy 


1,887,131 


Professional services 


425,413 


Council's professional staff costs 


120,865 


Site investigation 


36,682 


Miscellaneous costs 


81,062 


Total 2006 to 2010 


3,613,031 


Consultancy 


123,364 


Security 


303,779 


Demolition 


52,062 


Professional services 


41,380 


Rant hire 


13,290 


Miscellaneous costs 


15,795 


Total 2011 to date 


549,670 


Total cost of project 


4,162,701 


Source: Department of Justice and Equality 



9.20 An amount of €862,500 was received from the bondsman in 201 1 arising from the 
construction company's failure to complete the construction. This was used to fund 
costs arising since building work ceased. Therefore, the net cost of the project is €3.3 
million. 

9.21 The Departmenthas paidatotal of€2.78 million to the Council over the courseofthe 
project. In light of the demolition of the part-constructed building, the asset under 
development of€2. 78 million was written off in the 2012 appropriation account for Vote 
24 Justice and Equality. On the basis of the rate of apportionmentagreed with the 
council, advance funding of around €578,000 is held on behalf of the Departmentto 
fund the new project. 
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9.22 Figure 9.2 indicates the sums provided in the Estimates forthe Office of the Ministerfor 
Justice and Equality for the State Pathology building project each year from 2007 to 
2013. Substantial provision was made each year. This level of funding would have 
allowed the Departmentto pay its share of the cost, had the project progressed in a 
more timelymanner. 



Figure 9.2 Capital funding provision and expenditure 
on the State Pathology building project, 
2007 to 2013 





Capital estimate 


Outturn 




€000 


€000 


2007 


3,000 




2008 


8,000 


1,272 


2009 


6,500 




2010 


4,500 


1,507 


2011 


3,500 




2012 


2,450 




2013 


2,450 


N/A 



Source: Estimates for Public Service and the Appropriation Accounts 



Conclusions and Recommendation 

9.23 The projectfor the building of a new State Pathology Office and Dublin Coroner's 
facilities commenced in 2007. Because of delays relating to planning, procurementand 
the building contractor going into receivership, the project was ultimately abandoned. A 
suitable site is being considered fora scaled down 'medico-legal centre'. 

9.24 The net project cost incurred after taking account of the bond paymentwas €3.3 million. 
The partially completed structure was demolished. The current State Pathology Office 
and Dublin Coroner's facilities remain in theirexisting accommodation. 

Recommendation 9.1 : The Departmentshould review its project risk 
assessment procedures to ensure that adequate provision is made in project 
planning to secure planning permissions, and that the prevailing procurementand 
contracting rules are complied with. 

Accounting Officer's Response: The Department agree that the 
recommendation represents best practice in relation to project management. In 
relation to planning perm ission, the only planning issue related to an objection 
raised by the Departmentof the Environment, Communityand Local Government 
in accordance with its statutory remit in relation to national monuments. It is 
difficult, if not impossible, to predict whatobjections mightarise in certain 
planning matters. Any procurement or contractual issues which came to light 
during this projectwere addressed in atimelyand comprehensive manner bythe 
Project Team. 
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10.1 Aggregate expenditure by local authorities in 201 1 (the lastyear for which information is 
available) is estimated at€6.9 billion. 1 This comprised around €2.2 billion in capital 
expenditure, and around €4.7 billion in current expenditure (see Figure 10.1 ). 2 



Figure 1 0.1 Local authority expenditure by type, 2006 to 201 1 




Source: Department of the Environment, Community and Local Government 

10.2 Local authority capital spending results in the creation or acquisition of assets that have 
a use beyond the year in which they are provided e.g. road construction, building or 
purchase of houses, local amenities, etc. Local authority capital programmes are 
financed largely by State grants from a variety of sources, with some funding from 
borrowings, development levies, own internal resourcesand property sales. 



1 Includes expenditure by 
the 29 county councils, 5 city 
councils, 5 borough councils 
and 75 town councils. 

2 Collation of local authority 
expenditure outturns for 
2012 had not been finalised 
by the Department of the 
Environment, Community 
and Local Government at the 
time of this report. 

3 The remaining funding 
sources are contributions 
from other local authorities 
(4%), the county charge 
(2%) and the pension related 
deduction (2%). 



10.3 Current expenditure (sometimes referred to as revenue expenditure) covers the day-to- 
day running of local authorities, including staffsalaries, housing maintenance, pensions, 
operational costs of water treatment plants, etc. Current expenditure is funded from a 
variety of sources, including Exchequerand Local Government Fund grants (about38% 
of the total in 201 1 ), local authority rates (about 29%) and charges for goods and 
services such as commercial water charges, housing rents , parking charges, etc. (about 
25%) 3 The contribution to current expenditure from the different income sources varies 
between authorities. 

10.4 As shown in Figure 10.1 , annual capital expenditure by local authorities has declined by 
68% since peaking at€6.8 billion in 2007. Local authority current expenditure has 
reduced by 8% from the peakfigure of €5.1 billion in 2008. 

10.5 The objective of this report is to provide an overview of the funds flowing from and 
through central governmentsources to local authorities, and of the purposes forwhich 
funds have been provided. 
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Central Government Transfers 



10.6 Transfers of funding from central government sources to local authorities in 201 2 

totalled around €2.9 billion. This is justunderhalf the equivalentfigurefor 2008. 1 Figure 
1 0.2 shows the trend over the period 2007 to 201 2. 



Figure 10.2 Central government financing for local authorities, 2007 
to 2012 



Funding 
€bn 

8 i 




2 - 

-I ■ ■ ■ . ■ 

2007 2008 2009 2010 2011 2012 



Source: Annex A 



1 0.7 Around 62% of central governmentfunding to local authorities in 201 2 originated as 

Exchequer funding (see Figure 10.3). Some of the Exchequerfunding was paid directly 
to local authorities from Voted funds, with the remainder being routed through 
departmental agencies. The non-Exchequersourced funding (38% ofthe total) was 
provided via the Local Government Fund and the Environment Fund. 



1 Includes identified 
transfers of greater than €1 
million. There may be some 
additional smaller transfers 
that have not been included. 

2 A small amount of thef und 
is used to support certain 
other local government- 
related initiatives. 

3 The Local Government 
(Household Charge) Act 
2011. The Local 
Government Management 
Agency is responsible for 
collecting the charge on 
behalf of the sector. 

4 The Finance (Local 
Property Tax) Act 2012. The 
property tax is an annual 
self -assessed tax which is 
charged on the market value 
of all residential properties in 
the State. A half-year 
charge applies in 2013, with 
the tax coming into full effect 
in 2014. 



10.8 The resources in the Local Government Fund are used mainlyto provide local 
authorities with funding fortheir day-to-day activities and for the upkeep of regional and 
local roads. 2 The Fund is financed mainly by the proceeds of motortax. Prior to 2012, 
an annual Exchequer contribution was paid into the Fund from the Vote for the Office of 
the Ministerfor the Environment, Communityand Local Government (Vote 25). The 
level of Exchequer contribution averaged around €500 million annuallybetween 2007 
and 2009, before falling back to €241 million in 201 and €1 75 million in 201 1 . 

10.9 The Exchequer contribution to the Local Government Fund ceased in 2012 and was 
replaced bythe proceeds ofthe household charge which became payable by owners of 
residential propertyfrom January2012. 3 In 2012, almost€1 14 million collected in 
respectof the household charge was paid into the Fund. By the end of June 2013, just 
over €137 million had been collected in respectof the household charge. The 
household charge was established as an interim measure pending the introduction of a 
property tax. The new property tax became payable from July 201 3 and is administered 
bythe Revenue Commissioners. 4 Receipts from the property tax collected in 201 3 are 
paid directly to the Exchequer. From 2014, the Ministerfor Finance will pay into the 
Local Government Fund an amountequivalentto the property tax paid into the Central 
Fund during the year. 
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10.10 The Environment Fund is used primarilyto support environmental initiatives, campaigns 
and programmes, manyofwhich are organised atlocal or regional level underthe 
auspices of local authorities. The proceeds of the plastic bag levy, which is paid by 
consumers and collected from retailers bythe Revenue Commissioners, are paid into 
the Fund. Receipts from the landfill levy are also paid into the Fund. Disbursements 
from the Fund are used to assist projects on the basis of their capacity to protector 
enhance the environment. 

10.11 Figure 10.3 sets outthe principal sources of funding from central governmentto local 
authorities in 2012. 



Figure 10.3 Sources of central government financing for local authorities, 2012 




Source: See Annex A 



Application of Funding 

10.12 Most of the funding sourced from central governmentand provided to local authorities 
must be used for specific local authority services. These can be grouped into six broad 
programme categories. 

■ Transport Initiatives - Improvementand maintenance of national roads is the 
responsibilityof the National Roads Authority, operating underthe aegis of the 
Departmentof Transport, Tourism and Sport. For these projects, the Authority 
normally uses local authorities as its agents and channels expenditure through 
them . The Department receives an allocation for the upkeep of regional and local 
roads from the Local Government Fund. It then channels payments through the 
National Roads Authority to the local authorities. The National Transport Authority, 
also operating underthe aegis of the Department, funds various local authorities for 
improvements in the public transportsys tern . Funding objectives include increased 
accessibilityfor older people, improved traffic flows, more routes for cyclists and 
pedestrians and betteraccess forbuses and taxis. 

■ Housing and Urban Regeneration - The bulk of funding for housing and urban 
regeneration is provided directly to local authorities bythe Department ofthe 
Environment, Communityand Local Government. The funding is used bylocal 
authorities forthe provision of housing, regeneration and remedial work, traveller 
accommodation, voluntaryand cooperative housing, the Rental Accommodation 
Scheme, housing adaptation grants, and accommodation for homeless people. 
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■ Environmental Initiatives - Almostall (89% in 2012)of the central funding 
provided to local authorities in supportof environmental services is directed 
towards investmentin water services, and is primarilyfunded by the Departmentof 
the Environment, Communityand Local Government. The remaining funding for 
environmental initiatives comes from the Office of PublicWorks (flood relief works), 
the Local Government Fund and the Environment Fund. 

■ Education and Employment Services - Prior to 2012, higher education grants 
were awarded by either the relevant vocational education committee (VEC) or local 
authority. The Departmentof Education and Skills reimbursed the cost of grants 
awarded by local authorities. With effect from the academicyear2012/2013,all 
new students mustsubmitapplicationsforsupportunderthe studentgrants 
scheme to a newly established national grantawarding authority- Student 
Universal Support Ireland. The Departmentalso reimburses local authorities in 
respect of superannuation benefits and gratuity costs forretired teaching and non- 
teaching staff of VECs and institutes of technology, who are members of the 
Vocational Teachers' Superannuation Scheme orthe Education Sector 
Superannuation Scheme respectively. From the end of 2012, responsibilityfor 
these superannuation and gratuity payments has transferred from local authorities 
to the PMG Pensions Section in the Departmentof Finance. 1 The figures presented 
for employmentservices relate to the reimbursementof incurred expenditure paid 
by the Departmentof Social Protection to local authorities who act as sponsors in 
the running of the communityemploymentand jobs initiative schemes. 

■ Recreation and Other Local Services - This com prises central government 
funding for local authority services such as swimming pool construction and 
maintenance, libraryand archive services, other publicamenityand cultural 
projects, as well as fire and emergencyservices.and services for the disabled. 

■ General Purposes Grants - Through the Local Government Fund, the Department 
of the Environment, Communityand Local Government provides top-upfunding to 
local authorities to assist them bridge the gap between their other income sources 
and the cost of the services they provide, including the local authorities' own 
administration costs. 

10.13 Figure 10.4 presents a breakdown of the transfers to local authorities for 2007 to 2012 
showing the programmes being supported (a detailed breakdown is at Annex A). In 
201 2, one third of the total provision was in respect of transport initiatives, while housing 
and urban regeneration programmes and funding forgeneral purposes accounted for 
just under one quarter each. 



1 The process of transferring 
responsibility for payments in 
respect of the cost of 
pensions and retirement 
gratuities commenced in 
Nov ember 2010 and was 
completed in the third 
quarter of 2012. 
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Figure 10.4 Central government transfers to local authorities, by expenditure 
programme, 2007 to 201 2 



Expenditure 
€bn 




2007 



2008 



2009 



2010 



2011 



■ Recreational and other local services 

□ Education and employment services 

□ Environmental initiatives 

□ General purpose grants 
Housing and urban regeneration 
Transport initiatives 



2012 



Source: See Annex A 



Conclusions 

Central Government Transfers 

10.14 Central government funding to local authorities presents a complicated picture, with 

transfers coming from a wide range of departments and offices for a variety of purposes. 
Some streams of funding are delivered directly to local authorities, while others are 
routed through departmental agencies. 



10.15 



Transfers of funding from central governmentsources to local authorities in 201 2 
totalled around €2.9 billion. About 62% of the funding came from Exchequer sources, 
with the remaindercomingfrom the Local Government Fund and the Environment Fund. 
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Annex A Central government transfers to local authorities, by expenditure 
programme, 2007 to 2012 



Expenditure Category 


2007 
€m 


2008 
€m 


2009 
€m 


2010 
€m 


2011 
€m 


2012 
€m 


Transport initiatives 














National roads improvement 


1,476 


1,374 


1,218 


893 


516 


503 


Regional and local roads improvement 


622 


616 


455 


412 


451 


376 


Public transport (capital payments) 


48 


70 


63 


56 


83 


62 




2,146 


2,060 


1,736 


1,361 


1,050 


941 


Housing and urban regeneration 














Social housing provision 


1,382 


1,571 


1,297 


961 


655 


598 


Affordable housing, etc. 


64 


89 


94 


84 


68 


58 


Other housing supports 


6 


7 


4 


6 


4 


3 


Urban regeneration 


20 


5 


1 


— 


— 


— 




1,472 


1,672 


1,396 


1,051 


727 


659 


Environmental initiatives 














Water and sanitary services 


529 


544 


558 


535 


462 


343 


Flood relief works 


14 


3 


5 


17 


8 


22 


Waste management 


28 


27 


8 


11 


11 


5 


Recycling 


12 


22 


14 


14 


12 


4 


Other environmental measures 


11 


15 


29 


16 


18 


11 




594 


611 


614 


593 


511 


385 


Education and employment services 














Higher education grants 


126 


137 


160 


172 


184 


146 


Superannuation and gratuity costs 


146 


164 


219 


217 


171 


15 


Employment schemes 


12 


11 


10 


9 


9 


8 




284 


312 


389 


398 


364 


169 


Recreation and other local services 














Sw imming pools 


28 


20 


11 


3 


10 


8 


Library service 


17 


15 


9 


6 


7 


6 


Sports grants, playgrounds and cultural projects 


8 


5 


11 


21 


9 


6 


Fire and emergency services 


24 


24 


20 


19 


12 


6 


Heritage services (architectural heritage) 


7 


8 


6 


5 


1 


1 


Disability services 


15 


15 


12 


7 






Miscellaneous capital services 


24 


40 


14 


18 


11 


16 


Miscellaneous services 


24 


32 


15 


15 


16 


19 




147 


159 


98 


94 


66 


62 


General purpose grants 


948 


999 


833 


763 


700 


638 


Total funding provided to local authorities 


5,591 


5,813 


5,066 


4,260 


3,418 


2,854 



Source: The Office of Public Works; Department of the Environment, Community and Local Government; Department of 
Education and Skills; Department of Transport, Tourism and Sport; Department of Arts, Heritage and the Gaeltacht; 
Department of Health; Department of Children and Youth Affairs; Department of Justice and Equality; Department of 
Agriculture, Food and the Marine; Department of Social Protection; Health Service Executive; Civil Defence Board 
(2012 unaudited); Local Government Fund (2012 unaudited); Environment Fund (2012 unaudited). 



Note: Adjustments have been made to some previously reported pre-2012 amounts to reflect all identified transfers of greater 
than €1 million. 
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Costs of Land Remediation 



1 1 .1 Land remediation is the removal or nullification of contaminants from soil or 
groundwater. This contamination maybe due to illegal dumping, inadequate 
managementof licensed dumping facilities, pollution effects from currenteconomic 
activity or residual impacts of previous economic activity. 

11.2 In 2001 , the EU Commission notified Ireland thatwhile regulations introduced bylreland 
following previous EU proceedings had considerably improved the legal framework for 
the managementof waste, there were systemic deficient administrative practices in their 
application. The Commission cited exam pies of unauthorised waste storage, the 
unauthorised tipping of waste and the unauthorised operation of landfill sites such as 
those at Tramore and Kilbarry. 

1 1 .3 A European Court of Justice judgement in 2005 found that Ireland had not complied 
with its obligations under Directive 75/442/EEC. 1 This ruling required Ireland to take 
action on the remediation of contaminated sites. 

11.4 Currently, there are 31 sites identified where it is necessaryto remove or nullify the 
contaminants from the soil orground water. These sites can be classified as either 
unlicensed sites, licensed sites, sites on which there had been industrial activity and 
sites where there is a need to create a wetland or to compensate for wetland lostas a 
resultof the area being used for a landfill. 

11.5 The Departmentof Environment, Communityand Local Government (DECLG) has 
incurred significant costs associated with the remediation of land. The costs incurred up 
to June 2013 setout in Figure 1 1 .1 below. The costs of individual sites aresetoutin 
Annex A to this report. 



Figure 1 1 .1 Number of sites, cost to date and estimated future costs at 
June 2013 



Description 


No. of sites 


Cost to date 


Estimated future cost 






€m 


€m 


Unlicensed sites 


4 


1.3 


6.6 


Licensed sites 


21 


38.4 


1.5 


Industrial site 3 


1 


52.3 


Not available 


Wetland creation 


5 


7.4 


2.0 


Total 


31 


99.4 


10.1 



Source: Department of the Environment, Community and Local Government 
Note: a As outlined in paragraph 11.9, the Department of Agriculture, Food and the 
Marine took charge of this site in 2012. 



1 As amended by Directive 
91/156/EEC. 
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11.6 Funding for the land remediation has been provided both from Vote 25 Environment, 
Communityand Local Government and the EnvironmentFund. DECLG has indicated 
that it is the availabilityof funds ratherthan the nature of work that determines where 
funds will besourced. An increasing numberof programmes are funded bythe 
EnvironmentFund rather the Vote. 

11.7 DECLG has indicated thatthere has been limited recovery of cost from those 
responsibleforunlicensed sites. However, a numberof cases are before the courts. 

Haulbowline 

11.8 The mostexpensivesite remediation to date relates to the industrial site at Haulbowline 
Island in Cork. Prior to 2012, €52.3 million has been spent by DECLG on the site, 
including payments for soil investigations, disposal of waste material, fores ho re 
ecological surveys and professional fees. 

11.9 Since 201 2, the Departmentof Agriculture, Food and the Marine has taken charge of 
the remediation work on the site at Haulbowline, with expenditure of €702,000 incurred 
on the Department's Vote in 2012. An application for a waste licence perm it to facilitate 
further land remediation of part of the site will be submitted in late 201 3. The future cost 
of land remediation atthis site is not known, pending planning permission fora specific 
scheme for remediation and subsequentapproval of a waste licence permit. Once 
permission fora specificscheme is received, a tenderwill issueforthe implementation 
of the approved remediation. Afinancial planforthe remediation of Haulbowline Island 
will be finalised following receipt of planning permission and the waste license permit for 
the necessaryremediation works. 

Kerdiffstown 

11.10 In addition to projects related to the European Courtjudgment, DECLG has funded the 
Environmental Protection Agency in relation to managing the response to an 
underground landfill fire at Kerdiffstown, Naas in January 201 1 . 1 The Environmental 
Protection Agency incurred expenditure of €2.2 million in 201 2, in addition to €4.1 
million in 201 1 . A recentremedial options report forthe long-term remediation ofthe 
Kerdiffstown site outlined a numberof options which are being reviewed. The 
associated works for each option will require a competitive tender process. 

Remediation of Mines 

11.11 The DepartmentofCommunications, Energyand Natural Resources (DCENR)has 
incurred costs in relation to remedial works ata State owned mine in Avoca and 
remediation work completed atthe Silvermines site in 2009 and 201 0. This follows a 
Governmentdecision (in June 2005), that the State would undertake remediation work 
at both sites. In addition, the Government approved the preparation of legislation to 
em power the State to undertake works at these sites and at other sites where it might 
be considered necessary in the future. 



1 There had been fires on 
the site on previous 
occasions. 
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11.12 A 2008 feasibilitystudy identified the scale of work required to resolve issues atthe 
Avoca site and estimated the cost of this programme to be in the region of €58 million. 
The study was funded by DCENR at a cost of €61 5,000. The Governmentdecided in 
July 2010 to proceed with a more limited programme to address prioritised hazards. 
The allocation to address these issues is €3 million and is recorded in the capital 
commitments. Work is expected to commence in 2014. 

11.13 In 2012, expenditure of €70, 000 was incurred in relation to works carried out at Avoca 
on behalf of DCENR by Wicklow County Council. The total expenditure to date is 
€685,000. According to DCENR, should funding became available to implementthe full 
programme identified in the study, the cost would be in excess of €50 million. 

11.14 Following another Governmentdecision in June 2008, future funding forthe Silvermines 
remediation projectwas to be addressed in the context of the Estimates process. By the 
end of 201 2, expenditure on the Silvermines project totalled €1 1 .6 million. However, in 
the context of the current economicsituation, funding for DCENR's capital projects, 
including the Silvermines project, was reduced and in consequence this necessitated a 
rescheduling of previouslyanticipated elements ofthe project. 

11.15 In March 201 2, An Bord Pleanala granted planning permission for a Mine Waste 
ManagementFacilityon part of the Silvermines site. The estimated costof providing the 
facility is €6 million. However, this facility will not proceed until such time as sufficient 
funds are in place to execute the full projectto completion. 

11.16 Costs prior to 2010 were €9.6 million forthe Avoca and Silvermines sites. In recent 
years, the expenditure outturn has been significantlyless than the estimate provision in 
each year. 



Figure 11.2 Estimate provision and outturn for 2010 
to 201 2 for mining services 



Estimate Provision Outturn 

€m €m 

2010 6.7 2.0 

2011 4.7 2.0 

2012 4.0 0.3 



Source: Appropriation accounts for the Vote for Communications, 
Energy and Natural Resources 
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Conclusion and Recommendation 

11.17 Responsibilityfor the management ofthe remediation of land is shared bya numberof 
governmentdepartments and agencies. Funding for land remediation is through various 
Votes and the Environment Fund. 

11.18 Remediation of land at 34 sites in the State has so far cost over €1 19 million. The 
estimated costto complete the remediation ofthe two mines and 30 sites associated 
with the European Courtjudgementmayexceed€66 million. Itis expected that 
substantial costs will arise in respect of future work at the Haulbowline and Kerdiffstown 
sites, butthose costs have not been quantified pending decisions on the specific 
approaches to be taken. 

Recommendation 1 1 .1 : The remediation of land at any site is generallya long 
term project, spanning several accounting periods. Accordingly, it should be 
accounted for in a similar mannerto the accounting for capital projects. This 
should include the disclosure ofthe contingent liability (unless itwas prejudicial to 
the State's interests to do so), the contracted commitments, details of the amount 
spentto date and the amountspentinthe current period. 

Funding from multiple State sources forthe same projectshould be disclosed in a 
single primarydisclosure note. 

Department of the Environment, Community and Local Government 
Accounting Officer's Response: Where commitments are identified theyare 
currently included in the overall commitments in the appropriation account. 
Where a projectwithinthe control of this Department receives funding from both 
the Environmental Fund and Voted funding, this will be disclosed in the notes to 
the Department's appropriation account. 

Department of Communications, Energy and Natural Resources Accounting 
Officer's Response: The Departmentagrees thatthe contracted commitments 
and details of spend in the current period should be disclosed in the notes to the 
accounts. 
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Annex A 



Costs of Land Remediation by Site at June 2013 



Site 


Approved 
cost 


Payment from 

Environment 
Fund 


Vote for 
DECLG 


Expected 
future cost 




€'000 


€'000 


€'000 


€'000 


Unlicensed Sites 










Ardristan, Carlow 


N/A 


54 




935 


Kilpedder, Wicklow 


N/A 


54 






Whitestow n, Wicklow 


N/A 




763 


5,300 


Castleruddery , Wicklow 


N/A 


350 


50 


435 


Licensed Sites 










Ballyjamesduff , Cavan 


528 




396 




Bailieborough, Cavan 


932 




699 




Pow erstown, Carlow 


1,034 




771 


5 


Drumaboden, Doneqal 


1,276 




957 




Dundalk, Louth 


3,417 




2,562 




Dungarvan, Waterford 


4,240 


407 


2,473 


74 


Drogheda, Louth 


3,107 




2,525 




Silliot Hill, Kildare 


8,901 




6,365 


311 


Dunsink, Dublin 


5,171 




3,878 




Kilbarry, Waterford 


7,019 


353 


4,734 


177 


Longpavement, Limerick 


5,988 


263 


4,228 


— 


Tramore, Waterford 


4,986 


123 


3,558 




Marlinstow n, Westmeath 


3,129 




500 


39 


DasKeisiow n, ivieain 


OjDDO 




oy i 


1 HQ 

i uy 


Killerney, Roscommon 


1,310 




250 




Doora, Clare 


1,469 


143 


847 


112 


Ballymurtagh, Wicklow 


2,315 


178 


555 


60 


Carrick-on-Shannon, 
Leitrim 


1,064 


63 


186 


17 


Killurin, Wexford 


1,810 


318 




318 


Mohill, Leitrim 


844 




187 


38 


Greenw ood Site, Cork 


380 






285 
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Site 


ADDroved 
cost - 


Payment from 




Exnected 
Future cost 






Environment 
Fund 


Vote for 
DECLG 




€'000 


€'000 


€'000 


€'000 


Wetland Creation 










Sallybank, Limerick 


32 




24 




Baggot Estate, Limerick 


452 


75 


— 


264 


Longpavement, Limerick 


85 




52 


12 


Tramore landfill, Waterford 


7,642 


1,488 


5,432 


722 


Suir River Wetlands, 
Waterford 


1,700 


41 


281 


953 


Industrial Sites 










Haulbow line Site, Cork 3 


N/A 


41,089 


11,280 


Not available 


Total costs 




45,001 


54,443 


10,165 



Source: Department of the Environment, Community and Local Government 

Note: a In addition, €702,000 was incurred by the Department of Agriculture, Food and the Marine after 
it took charge of the site in 2012. 



12 Contract Management in Education PPP 
Projects 



12.1 Public private partnerships (PPPs)have been used as a method of procuring public 
infrastructure in the education sectorfor more than a decade. 

12.2 The State has outstanding commitments totalling nearly€4.2 billion in respectofall PPP 
contracts in place, with sixPPPs in the education sector accounting for about 35% of 
this. 

12.3 This report examines the control of expenditure on the education sector PPPs that are 
at the operational stage. In particular, it considers the adequacyof controls in place in 
respect of price indexation, service performance and benchmarking. 

12.4 There are currently five PPPs in operation within the education sector. Three contracts 
relate to bundles ofprimaryand post-primaryschools with the remaining two relating to 
schools within the Cork Institute of Technology- the National Maritime College of 
Ireland and the Cork School of Music. All of the PPP contracts are on a design, build, 
finance, operate and maintain basis (DBFOM). The schools included in each PPP 
contract are setout in Annex A 

12.5 To date, the five PPP contracts have incurred cumulative expenditure of justover €300 
million, with outstanding commitments estimated atover€1 billion (see Figure 12.1 ). 



Figure 12.1 Expenditure on operational PPPs in the education sector 



PPP contract Service Contract Expenditure Outstanding 

commencement end - — — commitment 3 

Pre 2012 In 2012 

€m €m €m 

First/second level b 

Riot schools bundle 2002 2027 107 11 188 

First schools bundle 2010 2035 18 9 238 

Second schools bundle 2011 2036 14 12 326 
Third level 

National Maritime College 2004 2029 72 9 116 

Cork School of Music 2007 2032 44 8 177 



Total 255 49 1,045 

Source: Department of Education and Skills 

Notes: a The outstanding commitment figure incorporates an assumed inflation rate of 4% for the pilot schools 

bundle, 2.5%forthe Cork School of Music and 2% for the other contracts, 
b Commitments of over€400 million in respect of the third schools bundle PPP (contract signed in 

November 2012) are not included because the project has yet to reach operational stage. 
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Contract Management Arrangements 

12.6 The Departmentof Education and Skills (the Department) is the contracting authorityfor 
all PPP contracts in the education sector. 

12.7 The National Development Finance Agency (NDFA) operates as the State's financial 
advisor in respect of public investment projects. In relation to PPPs in particular, a 
centre of expertise within the NDFA performs a specialised procurement delivery 
function, except in respect of local government projects and projects in the transport 
sector. Contracting authorities retain responsibility for assessing and approving projects 
and set the parameters within which the NDFA carries out its procurementfunction. 

12.8 The remitof the NDFA was extended in September2012toallowitto provide contract 
management services in respect of PPP projects. Where contract management services 
are provided by the NDFA, the contracting authority generally retains responsibility for 
certain activities (see Figure 12.2 ). 



Figure 12.2 NDFA role in contract management 



NDFA responsibilities 

Review ing and confirming amount of monthly 
unitary payments, including any performance 
related deductions. 

Monitor PPP company performance against 
project agreements . 



Contracting authority responsibilities 

Approval and payment of invoices (on receipt of 
NDFA recommendation). 

Approval of changes to the project agreement. 

Issuing warning or termination notices to the PPP 
company. 

Determination of benchmarking and market 
testing of testable services. 

Approval of changes to the ow nership structure 
of the PPP company. 



12.9 Following a requestfor supportfrom the Department, the NDFA took on certain 
functions in October 201 2 for managing the contracts for all three bundles of firstand 
second level schools. The Department stated thatthe decision to requestsupportwas 
made in view of the expertise and skills available within the NDFA for managementof 
PPP projects. It cited resource issues within the Department as another consideration. 

12.10 The Departmenthas an 18 month service agreementwith the NDFA for contract 
managementservices. The duration of the agreementcan be extended if agreed by 
both parties and approved by the Departmentof Public Expenditure and Reform . 

12.11 The NDFA has produced paymentmechanism userguides forthe Departmentforall 
three school bundle projects. Different management arrangements are in place for the 
two third level projects . The Departmentstated that it manages the payment process 
and Cork Institute of Technology(CIT) manages all other aspects of the contract. A staff 
memberofCIT is named as the contract manageron behalf of the Minister for 
Education and Skills. 

12.12 The CIT staff member acting as the contract managerforthe two CIT projects has been 
involved with the projects since the procurementstage and has been involved in 
managing the contracts since the two projects became operational. The examination 
found that the contract manager has detailed knowledge ofthe projectagreements. 
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Payment Indexation 

12.13 The Department makes monthly unitary charge payments to the PPP companyon all of 
the five operational PPP projects. Unitary charge payments will continue over the term 
ofthe contract. The charge is madeupoftwo elements -a fixed cost elementand a 
variable (indexable) elementwhich changes in line with the Consumer Price All Item 
Index (CPI). 

12.14 At each indexation review date (specified in the contract), the PPP companysubmits its 
calculation ofthe annual chargeforthe coming 12 month period. This is based on the 
terms setout in the payment mechanism schedule ofthe contract. 

12.15 Certain information is required in orderto calculate the annual unitary charge including 

■ key dates - the service commencementdate and the unitary charge base date (i.e . 
the date from which indexation is to be applied) 

■ CPI indexation values - the value at the base date and the value at review date 

■ base date unitary charge values -the fixed and variable elements. 

12.16 Once the indexation factor is determined, the annual unitary charge can be calculated 
by adding the fixed and adjusted variable values . 

12.17 At the requestofthe Department, the ND FA carried out reviews of the indexation 
calculations submitted bythe respective PPP companiesduring2012 foreach ofthe 
five PPP contracts. 

■ For the three schools projects, the NDFA found that the indexation calculations 
were correct. 

■ For the Cork School of Music project, the NDFA noted an error resulting in an 
overcharge of €38,600 to the Department. The Department received the 
appropriate refund from the PPPcompanyin February 201 3. The NDFA 
subsequentlyreviewed the indexation calculations for201 1 and confirmed thatthe 
error had not occurred in that year. 

■ For the National Maritime College, the NDFA noted that a 'utilities margin' had been 
inflated, which was not in accordance with the contract. It estimated thatthe 
potential overcharge arising from the error would have amounted to about€4,800 a 
year. Since the error was highlighted before the October 201 2 invoice had been 
issued, the PPP companywas able to adjustthe invoice accordingly. The 
Department stated that it is currently examining whether any refund is due in 
respectof this issue. 

12.18 This examination found thatthe indexation reviews carried out bythe NDFA were 
calculated correctly and that the key information used was in accordance with thatset 
down in the projectagreement. 
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Monitoring Service Performance 

12.19 Deductions can be applied to the unitary charges payable if the PPP company fails to 
satisfyperformance standards as setoutinthe contract. 

12.20 The two main types of deductions common to all five contracts relate to unavailability 
and service performance. 1 

■ Unavailability- a deduction is applied if an area does notmeetone or more of the 
availability criteria setoutinthe project agreement 

■ Service performance -a deduction is applied ifthe PPP companyfails to meetthe 
response time for a required performance standard setoutinthe project agreement 
e.g. relating to cleaning, heating or caretaking. 

12.21 Underthe terms of the contracts, PPP companies are obliged to reportfailures to meet 
availability and service performance requirements when theyoccur. 

Helpdesk Calls Logged 

12.22 The PPP companies provide a help deskfacility, through which individual schools and 
colleges can submitservice requests. 

12.23 Underthe three school bundle projects, a total of around 5,000 calls were logged by the 
fifteen schools during 201 2. There was an average of around 470 calls per month 
between September and May, falling to around 250 per month during the June to 
August holidayperiod. 

12.24 The rate of reporting of issues varies considerably between the fifteen schools. The 
highestnumberof calls reported to the helpdesk in 2012 from an individual school was 
850, while the lowestwas just88. 



Monthly Performance Reporting 



12.25 PPP companies are also required to submit monthlyperformance reports outlining 
activities over the previous month. The reports detail any failures to meetservice 
standards, the measures taken by the PPP companyto address those service failures 
and the level of related deductions proposed. Underthe service level agreementwith 
the Department, the NDFA circulates the monthlyperformance reports to each school 
principal, seeking confirmation that all service failures are included and thatthe dates 
for submission and completion of service requests are correct. On receipt of feedback 
from schools, the NDFA ensures thatthe appropriate deduction (if any) has been made 
by the PPP company regarding the next monthlyunitary charge payment. 



1 The two most recent 
PPP contracts (School 
Bundles 1 and 2) include a 
further 'reporting' 
deduction which is applied 
to the unitary charge if the 
PPP company payment 
mechanism report omits 
details of an unavailability 
or service performance 
deduction. 



12.26 The NDFA meets with the PPP companies on a monthlybasis to discuss the 
performance monitoring reportand any issues raised bythe individual schools. Any 
outstanding issues relating to proposed deductions are also addressed atthese monthly 
meetings. 

12.27 The examination found several instances in 2012 where individual schools did not 
respond to the request from the NDFA seeking confirmation thatthe monthly 
performance report produced bythe PPP companywas complete and accurate. 
Payments to the PPP companies were notdelayed in these cases. In effect, non 
response is treated as confirmation from the school thatthe monthlyperformance report 
is correct. 
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Deductions Applied 

12.28 No deductions were made to unitary payments by the Departmentin respect of any of 
the contracts priorto 2007. Figure 1 2.3 shows the deductions applied bythe 
Department since 2007. 



Figure 12.3 Deductions applied to project unitary charges, to end 2012 



2007 
2008 
2009 
2010 
2011 
2012 



Pilot First schools Second schools 



schools 
bundle 




National Cork School 
Maritime of Music 
College 



€000 



€000 



Source: The Department of Education and Skills 

Note: □ Indicates that schools were not operational. 



12.29 Up to the end of 201 2, the total deductions in respect of all PPP projects in operation 
werejustover €1 million, which represented aboutO.3% ofthe cumulative expenditure. 
The deductions were in respect of both unavailabilityand service performance issues 
postoccupancy. The Departmenthas stated that deductions in 201 1 were mainlyas a 
resultof the main contractor (Pierse Contracting Ltd)going out of businessjustpriorto 
the schools becoming operational with resultantunavailabilityof some services. 



Benchmarking and Market Testing 

12.30 Benchmarking and markettesting processes are used in PPP contracts to ensure that 
the sponsoring authorityis continuing to receive value for money in respect of contract 
services provided, over the life of the contract. Either the publicor private partnercan 
enforce the testing processes. 

12.31 The testing is primarilyfocused on the services provided bythe facilities management 
com pany. These services , com m only referred to as soft services , may include catering, 
cleaning, securityand waste managementservices. 



1 The individual project 
agreements specify the 
relevant percentage 
movement in the PPP 
company costs which 
would trigger a price 
change to the unitary 
charge. 



12.32 Benchmarking is the process bywhich the PPP com panycom pares its own (or its 
subcontractors') charges forproviding services to the current marketprice of equivalent 
services. If the PPP companycharges are higherthan the benchmark prices, the public 
body would receive a reduction in the unitary charge. The benchmarking process can 
result in an increase to the unitary charge where the PPP companycharges are lower 
than the current market price level. 1 

12.33 Where public and private partners do not agree on the outcome of a benchmarking 
process, the PPP contracts generallyallowfor the parties to carry out a markettesting 
exercise. 
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12.34 Market testing involves the retendering by the PPP company of the relevant services in 
orderto testthe value for moneyof current services againstcompeting market 
suppliers. Any increase or decrease inthecostof such services following markettesting 
should be reflected by an adjustment in the unitary charge payable by the sponsoring 
authority. 

12.35 In all five educational PPP contracts, the options of benchmarking and markettesting 
are available in the fifth year of the operational stage and every five years thereafter. 
Consequently, the Department has had two opportunities to considerthe potential for 
savings to be delivered through benchmarking in relation to the pilotschools bundle and 
one opportunity in relation to each of the CIT projects. 

12.36 The examination found evidence that the Department had considered whetherto invoke 
the benchmarking provisions, as opportunities arose under each of the contracts, but 
decided againstitin each case. However, there was nodocumentaryevidence of any 
detailed analysis supporting those decisions. Such analysis would need to identify 
current market costs forsimilarservices and compare them to the charges forthe 
services provided by the PPP company. 

Third Party Income 

12.37 In all five projects, the State parties to the respective contracts can receive income from 
third party use, catering or vending underthe contract provisions. 

12.38 In 2012, CIT received income totalling €44,000 in relation to the Cork School of Music. 
This was the minimum income CIT could have received as it was the guaranteed 
payment level set out in the contract. CIT also received €20,1 00 as its guaranteed share 
of third party use in respect of the National Maritime College. 

12.39 The PPP contract for the National Maritime College provided fora further guaranteed 
minimumannual income thatCIT would receive from the PPP companyin relation to 
catering and vending, regardless ofthe actual level of income generated. The level of 
guaranteed annual income (subject to indexation) specified in the projectagreement 
was €9,000 in the first contract year, rising in stages to €1 5,000 in the fifth contract year 
and remaining atthat level thereafter. 

12.40 At the end of 2008, the PPP companyserved notice to CIT that it was invoking the 
benchmarking provisions underthe contract in relation to the catering and vending 
services, as it was becoming loss-making forthe PPP companyto provide the services. 
In 2009, the Departmentand the PPP company reached agreement thatthe PPP 
companywould withdraw its requestto triggerthe benchmarking of the catering 
services in exchange for the cessation of that elementofthe guaranteed payments to 
CIT. 
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Conclusions and Recommendations 

Contract Management Arrangements 

12.41 PPP contracts are underpinned byproject agreements that are complexand detailed. 
In order to manage the contracts effectively, the responsible staff need to fully 
understand the contract provisions, including the outputspecifications and payment 
mechanisms. Financial and technical skills are also required. 

12.42 Within the NDFA, a multidisciplinaryteam is responsible for contract management of the 
schools bundles. Skill sets available include financial analysis, project management and 
engineering. The contract managementservices provided by the NDFA in respectof the 
school bundles since October2012 have proven to be effective. 

12.43 The CIT also has significant ski I Is and experience in relation to the managementof PPP 
contracts. However, there is a risk of over-reliance on a single individuals much of 
CIT's capacity in this area is vested in the contract managerforthe two CIT projects. 

12.44 The Department's Accounting Officer stated that its move in the course of 201 2 to vest 
responsibilityfor managementof existing PPP schools contracts with the NDFA 
represented a significant change in the Department's approach. He indicated thatthe 
Departmentintends to further avail of the NDFA's expertise through outsourcing 
contract managementarrangements forfuture PPP schools. The Departments also 
committed to exploring the potential for further NDFA involvement in contract 
managementforthe CIT projects. 

Payment Indexation 

12.45 The NDFA identified errors in the indexation calculations submitted bythe respective 
PPP companies in 201 2 in respectofthe National Maritime College and Cork School of 
Music projects. 

Recommendation 12.1 : All future annual indexation calculations submitted by 
PPP companies should be forwarded to the NDFA for review. 

Accounting Officer's Response: Agreed. This recommendation is alreadybeing 
implemented. Arrangements are in place for the NDFA to review indexation 
calculations. 

Recommendation 12.2: In light of the errors identified bythe NDFA in respectof 
indexation calculations for201 2, the Departmentshould satisfy its elf that 
calculations for prior years were correct and that no overpayments have been 
made. 

Accounting Officer's Response: Agreed. The Departmentwill pursue the 
question of the NDFA conducting further sample checks forthe pre-201 2 period 
in respectofthe pilotschools and third level colleges with a view to verifying the 
accuracy of previouslyconducted internal checks. 
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Monitoring Service Performance 

12.46 Feed back from schools on service performance issues provides valuable information on 
whether contracted services are being received. Several instances in 201 2 were noted 
where schools did not res pond to the requestfrom the NDFAto confirm that the monthly 
performance reports prepared byPPP companies were complete and accurate. 

Recommendation 12.3: The Departmentshould remind schools staff 
responsible for monitoring service delivery of the importance of providing formal 
feedbackon the monthlyperformance monitoring reports to ensure that 
contracted services are being delivered and that deductions , where appropriate, 
are being applied. 

Accounting Officer's Response: Agreed. The Department will continue to 
ensure thatrobustand effective systems are in place to monitorservice 
performance and will re-iterate to the schools involved the im portance of 
providing formal confirmation of the accuracy and completeness of the monthly 
performance reports. 

Benchmarking and Market Testing 

12.47 Benchmarking provisions in PPP contracts provide an opportunity to test at regular 
intervals whetherthe price paid for contract services remains competitive. In the past, 
this was not done by the Department. A benchmarking exercise requested bythe Courts 
Service in 201 1 resulted in an 8% reduction in the costs of certain services atthe 
Criminal Courts complex. 

Recommendation 12.4: As future opportunities arise, the Departmentshould 
considerwhethersavings could potentiallybe delivered by way of benchmarking 
and markettesting and should documentthe reasons for proceeding, or not, as 
appropriate. 

Accounting Officer's Response: Agreed. The Department is acutely aware of 
the option for benchmarking and will continue to keep the option under review 
and to documentthe reasons for its decisions. 
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Annex A Schools included under PPP Contracts 



PPP contract name/school name 


Location 


County 


Service 
com mencement date 


Pilot schools bundle 








1. Ballincollig Community School 


Ballincollig 


Cork 


November 2002 


2. Largy College 


Clones 


Monaghan 


December 2002 


3. Maria Immaculata Community College 


Dunmanw ay 


Cork 


November 2002 


4. St. Attracta's Community School 


Tubbercurry 


Sligo 


November 2002 


5. St. Caimin's Community School 


Shannon 


Clare 


November 2002 


First schools bundle 








1 . Gallen Community School 


Ferbane 


Offaly 


October 2010 


2. St Mary's CBS 


Fbrtlaoise 


Laois 


August 2010 


3. Scoil Chrfost Ri 


Fbrtlaoise 


Laois 


July 2010 


4. Banagher College 


Banagher 


Offaly 


October 2010 


Second schools bundle 








1. Gaelscoil Bheanntral 3 


Bantry 


Cork 


July 2011 


2. Bantry Community College 


Bantry 


Cork 


October 2011 


3. Kildare Town Community School 


Kildare 


Kildare 


October 2011 


4. Abbeyfeale Community College 


Abbeyfeale 


Limerick 


August 2011 


5. Athboy Community School 


Athboy 


Meath 


October 2011 


6. Wicklow Tow n Community College 


Wicklow 


Wicklow 


September 2011 



Source: Department of Education and Skills, NDFA 
Note: a Primary school. All others are post-primary . 



13 Official Development Assistance 



13.1 Official developmentassistance (ODA) is the transfer by state agencies of resources - 
either in cash or in the form of commodities, services or technical co-operation -to 
developing countries orterritories.orto multilateral development agencies. 1 

13.2 Irish Aid is the Government's programme for overseas development. The programme is 
managed bythe DevelopmentCo-operation Division ofthe Departmentof Foreign 
Affairs and Trade. 

13.3 The purpose of this report is to present all ODA flows in one statement and to outline 
the control systems in place in respect of the majorcomponents ofthe Irish Ad 
programme. 

13.4 The Department has an Evaluation and Audit Unit which aims to provide assurance that 
publicfunds administered bythe Departmentare used fortheir intended purposes and 
that value for moneyis achieved. The Unit's work covers the main activities of the 
Department, accounted for under Vote 28: Foreign Affairs and Trade and the 
developmentassistance accounted for under Vote 27: International Co-operation. In 
view of the relative size of the budgets and the nature ofthe expenditure programmes, 
the Unit focuses particularlyon Irish Ad operations, funded underVote 27. 2 

Official Development Assistance Transfers 

13.5 Irish ODA totalled €629 million in 2012. This included a€70 million apportionmentof 
the EU ODA budget, which accounted for 11% of the total. Figure 13.1 shows the trend 
in the level of Irish ODA since 2000. 



Figure 13.1 Irish official development assistance, 2000 to 2012 



1 Transfers only qualify 
for inclusion in estimates 
of ODA if they are directed 
towards the promotion of 
the economic development 
and welfare of developing 
countries. 



€m 
1,000 

800 

600 

400 

200 



2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 



Source: Irish Aid Annual Reports; Department of Foreign Affairs and Trade 



2 The total gross 
expenditure for Vote 27: 
International Co-operation 
and Vote 28: Foreign 
Affairs and Trade, in 2012, 
was €509 million and €208 
million respectively. 
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Figure 13.2 Irish official development assistance relative to 
GNP, 2000 to 201 2 



ODA as a % of GNP 




0.0% i 1 1 1 1 1 1 1 1 1 1 1 1 1 

2000 2002 2004 2006 2008 2010 2012 



Source: Irish Aid Annual Reports; Department of Foreign Affairs and Trade 



13.6 The United Nations (UN) has seta target for developed countries to contribute ODA 
equivalentto 0.7% of their Gross National Income (GNI)each year. 1 In 2005, the EU 
Council setan objective for memberstates to reach the 0.7% target level by 201 5. 2 

13.7 Ireland's ODA contribution in 2012, at 0.47% of Gross National Product (GNP), was 7th 
highestamong OECD countries. 3 As Figure 13.2 indicates, Irish ODA increased from 
0.3% of GNP in 2000 to a high of 0.59% in 2008, before falling back to its current level 
of 0.47%. 



1 UN General Assembly 
Resolution 2626 (XXV), 24 
October 1970. 



1 3.8 Five donorcountries exceeded the UN target in 20 12: Luxembourg (1 %), Sweden (1 %) 
Norway(0.9%), Denmark (0.8%)and the Netherlands (0.7%). Luxembourg first 
reached the target level in 2000 and has met it each year since. The other four 
countries have consistently metthe target since the 1970s. 



2 Council of the European 
Union Meeting No. 2660, 
External Relations Council, 
Brussels, 24 May 2005. 
The objective does not 
apply to member states that 
joined since 2002. 

3 Irish Aid reports ODA as 
a percentage of GNP rather 
than GNI. The European 
Commission's Eurostat 
website states that GNI and 
GNP are conceptually 
identical, although 
calculated differently. 

4 OECD, Net Official 
Development Assistance 
(preliminary data for 2012), 
April 2013. 

5 One World, One Future: 
Ireland's Policy for 
International Development, 
May 2013. 



13.9 Ireland's new policyfor international development, launched in May 201 3, sets outthe 
vision, goals and priorities for Ireland's aid programme overthe coming fouryears 5 The 
policy renews the Government's commitmentto achieving the 0.7% GNI target. In 
recognition of the economicsituation in Ireland, it states thatthe short-term aim is to 
maintain ODA at current levels, while moving towards the 0.7% target when the 
economy improves. 

13.10 Assistance is provided to developing countries either directly through bilateral contact 
with the countries themselves orindirectlythrough pooled funds managed by 
international aid organisations (multilateral assistance). Excluding administration costs, 
approximatelytwo thirds of Irish ODA is provided through bilateral co-operation 
programmes, with the remainder consisting of general contributions to the cost of 
developmentwork undertaken bya rangeof multilateral organisations. 

13.11 Figure 13.3 presents an overview of the major elements of Ireland's ODAin 2012, 
highlighting the programmes thatwere funded, in whole or in part, under Vote 27. 
Annex A outlines the key programmes underwhich ODA was provided in 201 2. 
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Figure 13.3 Overview of Ireland's ODA in 2012 





Key partner 
countries 3 
€158m 



Emergency & 
humanitarian 
€79m 



Other partner 
countries 
€23m 



Global 
health, 
hunger, 
education 
€20m 



Revenue tax 
relief scheme 
€6m 



Other 
bilateral 
€18m 



Administration 
€27m 



EU Development 
Co-operation 
€70m 



Contribut 
UN Age 
€62i 



European 
Development Fund 
€29m 



Contribution to 
World Bank 
€23m 



Contribution to 
World Food 
Programme 
€10m 



Other multilateral 
€11m 



Note: 



Funded by Irish Aid 
Funded in part by Irish Aid 

Funding from other sources 

a Key partner countries were previously referred to as programme countries 
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Control Framework 

13.12 Given the inherent risks of fraud and corruption associated with the delivery of 
development assistance, a robust system of control is required to provide assurance to 
Irish taxpayers that funds reach their intended destination, are used fortheir intended 
purpose and are having the desired impact in targeted countries and communities. 

13.13 Due to the breadth of the ODA programme and the diversity of funding arrangements in 
place, the nature and extent of the controls thatare appropriate vary between individual 
measures. In general, controls are applied atthree levels 

■ Ex-ante assessment is carried outat the planning stage of new funding initiatives to 
inform decisions on the mostappropriate format of the intervention and the funding 
channel through which ODA is to be delivered. 

■ Audit work focuses on the appropriateness of the accounting and financial 
managementsys terns of partnerorganisations and aimsto provide assurance that 
funds have been used for their intended purpose. 1 

■ Evaluations assess the design, implementation and results of projects in orderto 
determine their efficiency, effectiveness, impact and sustainability. 

13.14 Information sharing with otherdonors is an importantelementofthe control system, 
enabling the Departmentto identify emerging risks. Co-operation measures include 
regular meetings between ambassadors and otherembassyofficials.as well as 
briefings with the World Bank and the International Monetary Fund. 

Multilateral Assistance 

13.15 Multilateral assistance programmes typically involve the application of a pool of funds 
from multiple donor countries fordevelopmentpurposes. As a result, it is difficultto 
isolate and carry out ex-post audit of the funds contributed by Ireland. Consequently, 
reliance is placed on the existing auditarrangements in force for the international aid 
organisations. 2 

13.16 The multilateral organisations through which Irish ODA is delivered each have their own 
evaluation units and managementboards which conduct regular reviews of all aspects 
of their operations. Reports of evaluations carried outare made available to Irish Aid 
and many are also publicallyavailable. 

13.17 In addition, Ireland is a memberofthe Multilateral Organisation Performance 
Assessment Network, which is a group of 17 donors with a common interest in 
assessing the effectiveness of major multilateral organisations. 



1 Partner organisations 
are the intermediary 
bodies through which Irish 
Aid funding is delivered to 
the developing countries. 



13.18 Assessments on behalf of the Network were carried out during 2012 in respect of a 
numberof UN programmes -the Global Alliance for Vaccines and Immunisation, the 
African Development Bank and the World Bank. Assessments planned for201 3 include 
the UN Food Program me, the World Health Organisation and the Asian Development 
Bank. 



2 The majority of 
multilateral funding from 
Ireland is delivered 
through EU or UN 
organisations. 



144 



Report on the Accounts of the Public Services 2012 



Bilateral Assistance 



13.19 Assistance provided to key partner countries in accordance with agreed multi-annual 
country strategy papers (CSPs) accounts for about40% of bilateral ODA. 1 Figure 13.4 
sets outthe audit and evaluation regime in place in respectof funding provided to key 
partner countries. 

13.20 For other types of bilateral assistance, the auditand evaluation arrangements are 
generallystipulated in the funding agreements with partnerorganisations and.ata 
minimum, involve the submission ofannual audit reports prepared by independent 
bodies. 



Figure 13.4 Audit and evaluation regime for key partner countries 



Ex-ante 



Public financial 
management 
assessment 



Assessment of internal control systems 




Audit 



Reports of National Audit 
Office in programme 
country 



Audit reports 
commissioned from 
professional audit firms 



Internal audits by the 
Department's Evaluation 
and Audit Unit 



Evaluation 



CSP results evaluated by independent experts 



1 Country strategy 
papers set out the 
strategies, objectives and 
expected results of 
development engagement 
in individual countries over 
a five year period. 
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Ex-ante Assurance 

13.21 In early 201 1 ,the Department implemented a new policy of undertaking ex-ante 
financial managementassessments when considering whetherto deliver ODA through 
governmentsys terns in key partner countries. The assessments coverall elements of 
the publicfinancial managementsys tern, including accounting, auditing, reporting and 
parliamentary oversight. Particularemphasis is placed on assessing the status, 
independence and capacityof the national audit office. 

13.22 The policy is to undertake two publicfinancial managementassessments in relation to 
each CSP. The first assessment is carried out during the planning phase when the 
strategy is being developed. A follow up assessment is carried out at around the mid- 
pointof the five year plan. By October 2012, initial publicfinancial management 
assessments had been completed in respect of all Irish Aid key partner countries with 
the exception of Uganda. 

13.23 Where it is proposed to deliver ODA through NGOs, multilateral organisations or public 
private partnerships, ex-ante assessment focuses on the strength of the internal control 
systems of the potential partnerorganisations. 

Audit Assurance 

13.24 Expenditure in key partner countries, including managementand administration costs, 
was €198 million in 2010, which is the latestyear for which the audit programme has 
been substantiallycompleted. 1 The level of audit assurance achieved to date in respect 
of 2010 expenditure is about 94%- Figure 13.5 outlines the source of that assurance. 



Figure 1 3.5 Source of audit assurance for 201 key partner country expenditure 3 



1 This expenditure 
includes just over €4 
million in respect of South 
Africa. While it is not one 
of Irish Aid's key partner 
countries, an agreed multi- 
annual country strategy 
paper is in place in South 
Africa and the programme 
management 
arrangements are similar 
to those for key partner 
countries. 



Key partner 
country 


NAO reports' 3 


Commissioned 
from professional 
audit firms 6 


Internal audits 
by Evaluation 
and Audit Unit 


Total 
expenditure 
audited 




€m 


€m 


€m 


€m 


Mozambique 


11.2 


26.3 




37.5 


Uganda 


16.7 


17.9 




34.6 


Tanzania 


26.5 


4.6 




31.1 


Ethiopia 


18.4 


7.5 




25.9 


Zambia 


12.6 


4.6 


0.1 


17.3 


Vietnam 


7.0 


6.3 




13.3 


Lesotho 


0.3 


9.8 


0.2 


10.3 


Malawi 


2.1 


6.1 




8.2 


South Africa 




4.0 




4.0 


Timor Leste 




3.3 




3.3 



Total 



94.8 



90.4 



0.3 



185.5 



Source: Department of Foreign Affairs and Trade 

Notes: a This figure captures assurance up to end April 2013. 

b Reports of the national audit offices in programme countries. 

c This category includes reports commissioned by Irish Aid, partner organisations or joint donors in 



a particular project. 
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13.25 Where assistance is delivered via governments in partner countries, assurance is 
generally in the form of audits of public bodies carried out by the partner country's 
national audit office as part of its annual certification programme. The Department 
examines the audit reports to identify the issues relevantto Irish ODA, which can be 
difficult because Irish funding assistance maybe related to one part of the programme 
of the body, and the audit reports vary in content and approach. In addition, while the 
audit reports maybe qualified in terms of an overall auditopinion.the reasons for 
qualification vary and maybe based on issues not related to programmes funded by 
Irish Aid. 



13.26 Reports com missioned from professional firms tend to be more focused on specific 
projects orfunding programmes supported bylrish Aid. As a result, the interpretation of 
auditfindings and opinions in these reports is more straightforward. 

13.27 Figure 13.6 presents an analysis of the audit opinions expressed in audits carried out by 
professional audit firms in relation to 201 expenditure. 



Figure 13.6 Audits by professional firms of 2010 key partner country expenditure 



Key partner country 


Total expenditure 


Audit opinion 






audited 










Unqualified 


Qualified 




€m 






Mozambique 


26.3 


99% 


1% 


Uganda 


17.9 


99% 


1% 


Lesotho 


9.8 


100% 




Ethiopia 


7.5 


100% 




Vietnam 


6.3 


100% 




Malaw i 


6.1 


100% 




Zambia 


4.6 


100% 




Tanzania 


4.6 


98% 


2% 


South Africa 


4.0 


98% 


2% 


Timor Leste 


3.3 


100% 




Total 


90.4 






Source: Department of Foreign Affairs and Trade 



13.28 The Department stated that qualifications in reports by professional auditfirms have 

tended to relate to systems issues, lackofdocumentationorfailureto fully comply with 
grant conditions. 
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Internal Audits by Evaluation and Audit Unit 

13.29 The Department em ploys a professionallyqualified internal auditor in each of the key 
partner country embassies. The internal auditors report directly to the heads of mission 
and to the Evaluation and Audit Unit. The primaryroleof the internal auditors is to 
ensure thatappropriate internal control systems are in place and are being adhered to. 

13.30 In addition to carrying out some assurance work them selves, they are responsible for 
examining audit reports received from other sources and following up on issues relevant 
to Irish Aid. An importantaspectof this work is engagementwith the developing 
country's national auditoffice. In mostkey partner countries, internal auditors are 
members of working groups, along with otherdonors and local government officials, 
engaged in the monitoring of public management reforms. 

1 3.31 Internal auditors prepare quarterly reports which are approved by the Head of Mission 
and then submitted to the Evaluation and Audit Unit. The reports provide an update on 
auditcoverage achieved and highlightissues identified in the audit reports received 
during the quarter. Where significant issues are identified byinternal auditors or are 
broughtto their attention, these are to be notified immediatelyto the Head of Mission 
and the Evaluation and Audit Unit. The Departmentstated thatthe Evaluation and Audit 
Unit analyses risks identified in audit reports and maycarry out further auditwork itself 
in respect of specificfunding schemes. 

Evaluation 

13.32 It is the policy of the Evaluation and Audit Unit to carry out an evaluation in the final year 
of each five year CSP for key partner countries. In addition to assessing the results 
achieved from funds invested, evaluations aim to identify lessonsthat can be applied in 
the design of future plans. Three formal evaluations of key partner country aid 
programmes were completed in 201 2 

■ Ethiopia CSP (2008-2012) 

■ Lesotho CSP (2008-201 2) 

■ South Africa CSP (2008-2012). 

Fraud in Uganda 

13.33 On 19 October 201 2, the Auditor General in Uganda reported on the misappropriation of 
€1 1 .6 million of donorfunding intended for the Peace, Recovery and Development Plan 
(PRDP). A total of €4 million had been contributed by Irish Aid. The balance of the 
misappropriated funds came from Norway, Sweden and Denmark. 

Overview 

13.34 The PRDP is a programme of reconstruction for Northern Uganda, managed through 
the Office of the Prime Minister. Funding for the PRDP is included under Irish Aid's 
current CSP for Uganda (201 0-201 4). The total budgetfor the first phase of the PRDP 
was €473 million, ofwhich Ireland contributed €7.25 million overtwo years. 
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13.35 The agreed funding arrangements forthePRDP involved payments from Irish Aid and 
other donors being made into a designated holding accountinthe Central Bankof 
Uganda and then being transferred promptlyinto the Governmentof Uganda's 
consolidated account. An Irish Aid paymentof €3.25 million made into the designated 
holding account in October 2010 was promptlytransferred to the Government's 
consolidated accountand applied to the PRDP as intended. 

13.36 The fraud related to an Irish Aid paymentof €4 million in July 201 1 that remained in the 
Central Bank holding accountuntil December201 1 when itwas transferred to a 
previouslydormantaccountunderthe control of the Office of the Prime Minister. The 
moneywas subsequentlywithdrawn by various fraudulentmeans, including transfers to 
personal accounts, the use of fake vouchers and bogus suppliers and the forging of 
signatures. 

13.37 Following the publication of the Ugandan Auditor General's report, the Tanaiste and 
Ministerfor Foreign Affairs and Trade announced the suspension of all Irish Aid funding 
channelled through the Governmentof Uganda. In December201 2, €4 million was 
recovered from the Governmentof Uganda. 



Effectiveness of Controls 



13.38 This section considers the effectiveness of the control system operated by the 
Department in respect of Uganda at the time that the fraud took place. 



Ex-ante Controls 



13.39 The Departmentdid notcarry out a formal publicfinancial managementassessment 
priorto the currentCSP for Uganda (201 0-2014), since the CSP had commenced 
before the new assessmentmodel was introduced. However, the Departmenthas 
stated that consideration was given to the strength of systems in place at the time the 
CSP was adopted. This consideration was informed byassessments of the public 
financial managementsystem in Uganda that had been carried out around this time by 
various international agencies. 

13.40 The Department referred specifically to a fiduciary risk assessment carried out by the 
UK Departmentfor International Developmentand a numberof Public Expenditure and 
Financial Accountability (PEFA) assessments which itstated contained generally 
positive findings aboutthe publicfinancial managementsystem in Uganda. 1 



1 The PEFA programme 
is a partnership between 
several donor agencies 
and international financial 
institutions, under which 
assessments are carried 
out of the condition of 
public expenditure, 
procurement and financial 
accountability systems in 
developing countries. 



13.41 In addition, Ireland and other donors, including the EU and World Bank, were monitoring 
a numberof indicators of Government performance through a jointannual assessment 
process. One of the conclusionsofthe process in December2010 was thatthe 
budgetary controls in place in Uganda satisfied the basicconditionsforgood public 
financial management, including transparency, accountabilityand effectiveness in the 
use of resources. 

13.42 The Departmenthas stated thatsignificantprogresswas being made atthattime 
towards ensuring the independence of the Office of the Auditor General in Uganda . The 
mandate of the Auditor General was setout in both the constitution and the 2008 
National Audit Act. A corporate plan has been in place since 2006, aiming to ensure the 
financial and operational independence of the Auditor General and to provide policy 
direction for annual operational plans. 
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1 3.43 Ireland has provided technical and financial assistance to the Office of the Auditor 
General in Uganda since 2006 to build the skills and capacity required to conduct 
complexexaminations. 

13.44 In 2006, Irish Aid commenced supporting the financial oversight institutions in Uganda 
through a financial managementand accountabilityprogramme. Ireland's contribution 
to the programme had exceeded €7 million bythe end of 201 1 , of which about€0.8 
million has supported programmes in the Office of the Auditor General. The Department 
has recently signed an agreement with the Office of the Auditor General in Uganda to 
provide €304,000 as direct project support towards the establishment of a directorate of 
forensicaudit. 

13.45 In addition, Irish Aid provides funding to the International Organisation of Supreme Audit 
Institutions (INTOSAI) to support capacity building measures for national auditoffices in 
developing countries. The Office of the Auditor General in Uganda is one of the 
beneficiaries of support through INTOSAI. 

Audit Reports 

13.46 As indicated in Figure 13.5, audit assurance in respect of development assistance to 
Uganda is obtained through a combination of audits produced bythe Office of the 
Auditor General and reports commissioned from professional auditfirms. 

13.47 In April 201 1 ,the Office of the Auditor General in Uganda initiated a value for money 
study of programmes managed bythe Office of the Prime Minister, as part of its annual 
auditwork programme. However, due to the absence of key records, the study could not 
be finalised in time for inclusion in his annual report to parliament. Following media 
coverage regarding the alleged mismanagement offunds bythe Office of the Prime 
Minister, the Auditor General was requested to carry out a special investigation. It was 
the report of this special investigation that highlighted the fraud in respect of PRDP 
funds. 

13.48 During the course of this examination, I asked the Accounting Officer whetherthe 
Department had been aware of any deterioration in the publicfinancial management 
system in Uganda priorto the fraud incidentthat occurred in December201 1 orthe 
publication of the Auditor General's report in October 2012. In his response, the 
Accounting Officer did not refer to any specific concerns thathad been noted. He 
indicated that the Department had obtained assurance on the overall robustness of 
governmentsys terns, including the independence of the Office of the Auditor General, 
through close co-ordination with otherdonors in relation to risks and key financial 
managementand governance indicators. 

Evaluation and Audit Unit Investigation 

13.49 Quarterly reporting to the Department's Evaluation and Audit Unit bythe internal auditor 
based in the Ugandan Embassy commenced in 2007. Reports have been received in 
respectof each quarter since then. The quarterly reports have provided details of issues 
raised in audit reports received, highlighting anyqualified reports and outlining the 
follow-up action proposed. The Department stated thatthe reports also provided 
regular updates on publicfinancial management reform issues as well as information on 
governance issues, corruption allegations and prosecutions as a resultof Government 
investigations. 
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1 3.50 Following the publication of the Ugandan Auditor General's report, a team from the 
Evaluation and Audit Unit was sentto Uganda to investigate the circumstances around 
the fraud and to identify any system weaknesses that may have facilitated it. In 
November201 2, the Unit completed a reportoutlining its findings and making a number 
of recommendations. Annex B presents the report recommendations and provides an 
update on the Department's progress in implementing them. 

13.51 The overall conclusion of the Unit's report was that the misappropriation involved a high 
level of collusion thatwould have been difficult for normal control systems to pickup, as 
key controls were bypassed bythe individuals that were responsible for implementing 
them . However, the report did identify a numberofweaknesses and internal control 
failures in relation to systems operated byboth the Governmentof Uganda and the 
donorcountries. The areas of concern relating to Irish Aid included 

■ Systems for tracking funding - there was no documentation supporting the 
receiptfor the €4 million paymentand no confirmation of its subsequent transfer 
into the consolidated account. 

■ Management information - the financial management reports agreed atthe outset 
of the PRDP thatwould have provided a clearoverview of programme funding and 
expenditure were not received. 

■ Management structures - there was no detailed action plan allocating 
responsibilitybetween donors for specific tasks in relation to monitoring of the 
programme. 

■ Human resources - issues affecting the capacity and experience available to the 
Irish Embassy in Uganda included changes in the two key senior management 
posts, the fact that cover in respect of the internal auditor's maternityleave was on 
a part-time basis and thatthere was a vacancy in the role of development 
specialist. 



Evaluation 



13.52 The most recent evaluation of the Irish Aid Uganda country programme was published 
in 2009 and related to the 2007-2009 CSP. In terms of relevance, the evaluation found 
that the CSP was well aligned with the Governmentof Uganda's policies and supported 
the country's strategic priority of poverty reduction. It was also noted thatsupportfor 
programmes in the area of governance and publicfinancial managementwas 
appropriate. 



Department's Response to Findings 



13.53 The Departmenthas undertaken a numberof initiatives aimed atenhancing controls 
across the bilateral assistance programme, since the completion of the Evaluation and 
Audit Unit's investigation into the fraud incident in Uganda. 

13.54 In November2012,the Accounting Officer requested the heads of mission in all key 
partner countries to undertake an immediate review of internal controls, risk 
managementsys terns and reporting procedures. The areas covered underthe reviews 
included the adequacyof managementstructures, human resources, management 
communications and systems fortracking funding provided through government 
systems. 
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13.55 In February 201 3, the Accounting Officer hosted a meeting in Lusaka, forall heads of 
mission, to discuss common themes arising from the internal review exercise including 
dealing with resource constraints and specificfunding risks associated with multi -donor 
scenarios. In addition, the head of the Department's Evaluation and Audit Unit 
discussed management of the key risks associated with the ODA programme, which are 
the misappropriation of funds and the failure to achieve results. 

13.56 In March 2013, the Department's Evaluation and Audit Unitcommenced a series of 
auditvisits to key partner countries with the aim of formallyassessingtheadequacyof 
controls in each country and identifying any common weaknesses that may exist. The 
terms of reference for the assessments coverall areas of programme management 
including systems for grant approval and management, organisation structures, risk 
management processes, internal control systems and management information 
systems. Once all of the visits have been completed, a synthesis re port cove ring the 
results of all of the assessments will be prepared. It is expected that this report will be 
complete in October 2013. 

13.57 The role of Chief Risk Officer has been assigned to an AssistantSecretarywithin the 
Department. The Chief Risk Officer works closelywith all other areas of the Department, 
including the Development Cooperation Division and the Evaluation and Audit Unit in 
particular. The main responsibilities of the role include 

■ overseeing, in conjunction with the Department's management committee, the 
developmentand maintenance of the risk managementsys tern 

■ establishing the type and extent of risks thatthe Departmentis prepared to tolerate 

■ ensuring thatthe Department's risk registers are kept up to date 

■ monitoring the mostsignificantrisks on a regular basis 

■ advising managementregarding the mitigation of risk 

■ engaging with othergovernmentdepartments and offices in relation to good 
practice in the area of risk management. 
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Conclusions and Recommendation 

13.58 Irish ODA totalled €629 million in2012, which is justover two-thirds ofthe peak figure of 
€921 million recorded in 2008. 

13.59 The statement of policy for international development, launched in May 2013, renews 
Ireland's commitmentto achieving the UN target of annual ODA equivalentto 0.7% of 
GNI. The proportion achieved for Irish ODA in 2012 was 0.47%. 

13.60 In view ofthe nature of developmentassistance, risks of fraud and corruption are 
significantfactors thatmustbe addressed bydonorcountries. Controls applied bythe 
Department in respect of ODA funding include ex-ante assessments in relation to 
potential partnerorganisations.as well as auditand evaluation workaimed atproviding 
assurance thatfunds distributed are being used as intended and programmes funded 
are having the desired impact. Intelligence on emerging risks is captured through 
information sharing with otherdonors. In addition, internal auditors based in the 
embassies in keypartner countries liaise with otherdonors and officials from the partner 
country governmentand monitordevelopments in relation to publicfinancial 
management. 

13.61 In October 2012, a reportby the Auditor General of Uganda, highlighted the 
misappropriation offunds from a numberof donors, including €4 million from Irish Aid. 
The Ugandan Auditor General's report refers to negative media publicity (priorto June 
201 2) regarding funds managed bythe Office ofthe Prime Minister. 

13.62 Through its presence on the ground in Uganda and information sharing with other 
donors, the Departmentshould have been aware of concerns in relation to funding 
provided through Ugandan Governmentsys terns, priorto publication ofthe Auditor 
General's report. While this may not have prevented the fraud from occurring, it may 
have allowed the Departmentto put additional checks in place thatwould have 
uncovered the fraud at an earlierstage. 

Recommendation 13.1 : The Departmentshould implementa riskdashboard 
system for key partnercountries, based on key risk indicators. This should 
facilitate timely identification of a deteriorating risk environment so that 
appropriate action can be taken at an early stage. 

Accounting Officer's Response: Agreed. The Departmenthas already 
commenced a process of strengthening its risk management systems atkey 
partner country level. Once the reporton riskmanagementsystems in keypartner 
countries is produced bythe Evaluation and Audit Unit (due in October 2013), 
immediate steps will betaken to implementthe recommendations of that report 
and to ensure thatan appropriate risk dashboard system is in place in key partner 
countries. 

13.63 The report prepared bythe Department's Evaluation and Audit Unit noted that the fraud 
involved a high level of collusion atsenior levels within the Office ofthe Prime Minister 
and the Central Bank of Uganda. However, it also identified some weaknesses in Irish 
Aid systems and made a numberof recommendations. Details of progress made bythe 
Departmenttowards implementing the recommendations are included at Annex B. 
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13.64 At an overall level, the Department's response to the reported fraud appears to have 
been appropriate and proportionate, both in terms of the initial investigation and 
suspension of funding and the subsequent initiatives aimed atenhancing controls and 
addressing the weaknesses identified. In particular, the assignment of the role of Chief 
RiskOfficer provides an opportunityto implementenhanced risk management 
measures in relation to Irish Aid. 
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Annex A Key Assistance Programmes 

Bilateral Development Assistance 

Ireland delivered bilateral assistance worth €398 million in 201 2. Figure A1 presents a 
breakdown of bilateral transfers. 



Figure A1 Bilateral ODA, by type, 2008 to 2012 
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Vote 27 International Co-operation expenditure 












Assistance to key partner countries 


218.6 


195.0 


181.7 


180.5 


157.6 


Assistance to other countries 


38.2 


24.5 


20.2 


21.3 


22.6 


Civil Society Support, including co-financing with 
NGOs 


134.2 


107.6 


99.9 


92.0 


93.6 


Global health, hunger and education initiatives 


67.6 


27.8 


18.6 


23.9 


20.4 


Emergency and humanitarian assistance 


108.4 


67.7 


64.2 


66.2 


78.9 


Other programmes 


39.5 


25.1 


22.2 


22.6 


18.4 


Bilateral ODA by other government agencies 


8.3 


7.2 


6.1 


7.9 


6.0 


Total bilateral ODA 


614.8 


454.9 


412.9 


414.4 


397.5 



Source: Department of Foreign Affairs and Trade 



Assistance to Key Partner Countries 

A total of €1 58 million was spent in 201 2 on formal country assistance programmes 
which are long-term strategic partners hips with the governments of selected countries to 
support poverty reduction and development. The key partner countries supported are 
Ethiopia, Lesotho, Malawi, Mozambique, Tanzania, Timor Leste, Uganda, Vietnam and 
Zambia. 1 Developmentassistance is managed bythe Irish embassies in keypartner 
countries and can be provided as support for the partnergovernments' national 
developmentplans.as well as through civil society organisations and NGOs in these 
countries. 

Assistance to Other Countries 

Assistance of almost€23 million was also provided in 201 2 for selected other countries. 
A programme is supported in South Africa and supervised bythe Irish embassythere. 
A recovery programme in Sierra Leone and Liberia is delivered mainlyth rough UN 
specialised agencies and NGOs and supervised from an office in Sierra Leone. 2 
Support was also provided for a programme in the Occupied Palestinian territory and for 
a HIV/AIDS programme in Zimbabwe that is delivered through NGOs. 

1 Timor Leste is no 
longer a key partner 
country, following the 
closure of the mission in 
October 2012. 

2 Ireland's new policy for 
international development, 
launched in May 2013, 
provides for Sierra Leone 
to become a key partner 
country. 
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Civil Society Support 

The civil society bud get provides NGOs, missionary groups and other civil society 
partners with funding for development interventions. Expenditure in this area rose 
marginallyin2012to nearly €94 million. The principal channels of expenditure are 

■ Programme Fund (€64.9 million)- long term and predictable funding is provided to 
18 NGOs to supportimplementationoftheirstrategicplans. 1 

■ Misean Cara (€16 million) — this managementagentformissionaries provided sub- 
grants to 61 missionaryorganisationsin2012. It also supports capacitybuilding 
and oversees developmentinterventions. 

■ The Civil Society Fund (€5.2 million) -multi-annual funding is provided for projects 
across a range of social and economic sectors. In 2012, some 42 NGOs were 
funded underthis scheme. 

■ Developmentofthe NGO sector (€3.7 million) -funding is provided to build 
capacity in the NGO sector. 

■ Developmenteducation funding (€3.2 million)-funding is provided through an 
annual developmenteducation grantand strategic partnership programme for 
organisations engaged in promoting understanding of and engagementwith global 
developmentand justice issues. 

■ The In-Country Micro Projects Scheme (€0.6 million)- budgets are allocated to 
seven Irish embassies and one consulate to provide direct support for small-scale 
development projects. The scheme operates in developing countries where there 
is no Irish Aid developmentprogramme but Ireland has diplomatic accreditation. 

Global Health, Hunger and Education Assistance 

Expenditure on health, hungerand education schemes in 201 2 amounted to justover 
€20 million, which represented a 15% decrease on 201 1 . Expenditure is mainly 
targeted at HIV/AIDS prevention and care, activity underthe global hunger initiative and 
the provision of basiceducation in less developed countries. Assistance is delivered 
through civil society organisations, UN agencies and global funds. 

Emergency and Humanitarian Assistance 

Assistance relates to emergencysituations thatarise as a resultof natural disasters or 
humanitarian crises. The objective of this assistance is to save lives, alleviate suffering 
and maintain human dignity. Funding is provided to NGOs and international 
organisations, such as the Red Cross and the UN, that have a proven ability to deliver 
the required assistance quicklyand effectively. Emergencyand humanitarian 
assistance totalled almost€79 million in 2012, representing an increase of nearly20% 
on the equivalentfigure for 201 1 . 



1 The Programme Fund 
was introduced in 2012 
and replaced the previous 
Multi-Annual Programme 
Scheme and Block Grants. 



In order to facilitate rapid response, €26.8 million was contributed in 201 2 (an increase 
from €1 8.8 million in 201 1 ) to pooled funding arrangements, including the UN's Central 
EmergencyResponse Fund. Other UN agencies received about€20 million through 
consolidated appeals and basketfunding. The NGO sector was provided with €17.7 
million, ofwhich €15.4 million was provided to Irish-based organisations. A further 
€12.1 million was channelled through the Red Cross and the remaining €2.4 million was 
distributed through various other channels . 
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Multilateral Development Assistance 

Multilateral assistance involves contributing to international aid organisations that pool 
funds from membercountriesand applythem for development purposes. Figure A2 
presents a breakdown ofthe organisations funded. 



Figure A2 Multilateral ODA, by organisation, 2008 to 2012 
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EU Budget for Development Co-operation 


85.3 
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European Development Fund 


22.0 
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World Bank and other multilateral institutions 
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Co-financing w ith multilateral agencies 
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Total m unilateral ODA 


270.7 


231.1 


232.6 


214.4 


204.5 



Source: Department of Foreign Affairs and Trade 



Multilateral co-operation funding is directed mainlyto the following areas 

■ UN Agencies -The UN plays a role in addressing povertygloballyand in helping to 
deliver on agreed international objectives and the Millennium Development Goals. 
The majorityof Ireland's support for UN funds and programmes contributes towards 
the costof theircore operations and activities. In addition, a proportion of Irish 
ODA supports specific reform measures and programmes in areas including 
democracy building and electoral reform , education and training, protection of 
human rights, developing health systems and protecting the environment. 

■ EU DevelopmentCo-operation-The European Union (including the contributions 
of its memberstates)is the largestproviderof developmentassistanceata global 
level and influences developmentagendasatinternational level. The assessed 
ODA contribution from Ireland (€70.4 million in 2012) represents Ireland's deemed 
share of total overseas developmentassistance disbursed from the EU 
development co-operation budgetin2012. 

■ The World Bankand regional developmentbanks are significantaid delivery 
channels and important agents inpolicyand reform issues at country level. Ireland, 
through the Department of Finance, contributes to the World Bank's International 
Development Association and the Asian DevelopmentFund. It engages with the 
banks on debt management, aid effectiveness and developmentfinancing policy, 
as well as on specific issues related to Irish Ad's key partner countries. 

■ Co-financing with multilateral agencies includes supportforagricultural research to 
help the poorth rough the Consultative Group on International Agricultural 
Research and the Global Crop Diversity Fund. The developmentof 
entrepreneurs hip and small-scale business is supported through the International 
LabourOrganisation. 
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Annex B Implementation of Recommendations from Evaluation and 
Audit Unit Interim Report 



Recommendation 



Status (July 2013) 



Full recovery of the €4 million should be 
soughtand funds should be returned to an 
account underthe control of the 
Departmentof Foreign Affairs and Trade. 



€4 million was recovered from the 
Government of Uganda in December2012 
and deposited in a Ugandan Embassy 
account. 



No further disbursements should be made 
to the Government of Uganda until all the 
follow up audits planned bythe Office of the 
Auditor General (OAG) are completed, the 
Government's response to the findings has 
been assessed and there is credible 
evidence of sustained improvement in 
internal controls over the publicfinancial 
managementsystem. This is likelyto be 
late second halfof 2013atthe earliest. 



Follow up audits bythe OAG are on going 
and will be concluded Summer2013. 
Funding through Ugandan Government 
systems was suspended in October 201 2. 
The aid programme for201 3 does not 
provide for direct funding through 
governmentsys terns, with the exception of 
bilateral supportto the OAG. 



It would be inadvisable to proceed with any 
programmes managed orunderthe 
supervision of the Office of the Prime 
Ministerfor the foreseeable future and at 
least until the further reports are received 
from the OAG and substantivelyaddressed. 



The office of the Prime Minister does not 
have any involvement, eitherfunding or 
technical, with any aspect of the 2013aid 
programme. 



Any further auditwork in respect of controls 
for the PRDP, the Office of the Prime 
Minister and the Ministry of Finance 
Planning and Economic Development 
should be left to the office of the OAG. Irish 
Aid should establish a mechanism for 
communication with the OAG to ensure that 
areas of concern are included in future 
audits. 



Embassystaff meetwiththe OAG on a 
regular basis to discuss follow-up on the 
fraud incidentand any associated areas of 
concern. The OAG is conducting audits of 
approximately 16 ministries. Asummaryof 
issues will be included in the annual 
statutory report for 201 1/1 2, which is due to 
be presented to Parliament in the coming 
months. 



If so requested, supportshould be 
considered for the OAG to ensure thatthe 
work programme outlined is completed in 
the shortestpossible timeframe. 



The 2013 aid programme provides for 
supportto the OAG. A proposal for 
capacity building supportto the OAG is 
currently being considered. 



In implementing programmes, in particular 
new programmes, consideration should be 
given as to whetheradditional auditwork 
over and above the annual statutory audit 
by the OAG is necessary. This should be 
discussed with the OAG and could include 
internal audit, specific programme audit, or 
some form of ongoing auditof internal 
controls at various levels of the programme. 



The Embassy, with the supportof Irish Aid 
staff in Ireland, is in discussion with the 
OAG aboutthis. Appropriate measures will 
be agreed and put in place. 
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Recommendation 



Status (July 2013) 



Provisions of Memorandum of 
Understanding (MOUs) must be translated 
into specificsys terns, processes and 
actions at operational level. This applies in 
particularto the requirementthat proper 
financial information is available. All 
programme managers should understand 
the financial flows and key obligations 
agreed to in programme MOUs and have 
the tools to assess risks in the programme 
they are managing. A basic understanding 
of the system of national accounts is 
essential in this. 



An MoU tracking matrix has been put in 
place and is regularly monitored by the 
programme management team. With the 
supportof Irish Aid staff in Ireland, the 
Embassywill ensure thatthe requisite 
systems, tools and documentation are in 
place and documented, and any 
appropriate additional training is provided 
to programme staff. 



EmbassyKampala should review and 
strengthen where necessary its 
implementation of the requirements of the 
Irish Aid Financial Policies, Guidelinesand 
Procedures Manual and also ensure that 
roles and responsibilities in this area are 
clearlydefined and properly understood. 



With the supportof Irish Aid staff in Ireland, 
the Embassy continues to review and 
strengthen its internal systems. Further 
training will be provided to all programme 
staff on systems and procedures. A senior 
financial and riskofficer, with international 
experience, has been recruited to assist 
the Embassyin strengthening systems. 



EmbassyKampala mustensure procedures 
are in place to track clearly that funds 
disbursed to Governmentare properly 
received into and transferred to the agreed 
accounts on a timely basis and reflected in 
published government accounts. 



A system of program me fund tracking and 
monitoring is now in place and the 
managementteam ensures adherence 
through monthlychecks. 



10 The required structures for regular 

interaction and communication between 
internal auditand seniormanagementat 
the Embassyshould be fully activated and 
utilised and relevantissuesarising should 
be broughtto the attention of headquarters 
promptlyin accordance with existing 
policies. 



More formalised procedures forfinancial, 
auditand risk information sharing are now 
in place and include more frequent 
interaction with Irish Aid staff in Ireland. 



1 1 The Evaluation and Audit Unit should 

review its work plan and considerways to 
further strengthen its focus on risk areas. 
Linkages and communications between 
internal auditors at headquarters and field 
level should be strengthened including 
increasing frequencyof visits. 



Evaluation and Audit Unit has increased 
the numberof supervision and support 
visits to the Embassy, with clearlydefined 
and agreed outputs and outcomes. 



12 The adequacyof the Department's policy 
around handover processes should be 
reviewed to ensure thatthere is adequate 
continuity between changing staff in 
managing com pi ex programmes ofthis 
nature. This should include provision for 
substantive face-to-face handover in the 
Embassy. 



At embassylevel, handover processes 
have been reviewed and improvements 
implemented. This will include face-to-face 
handovers where feasible. The incoming 
Head of Developmentassigned to Kampala 
will have a substantial handoverperiod on 
the ground with the outgoing Head of 
Developmentand the programme team. 
The general issue of handover processes, 
including training requirements, across 
missions with responsibility for delivering 
the Irish Aid programme is also being 
reviewed. 



1 59 Official Development Assistance 



Recommendation 

13 Regular risk assessments should be carried 
out across all programmes including risk 
assessments of specific programmes or 
projects. This would take account of the 
changing risk profile which is characteristic 
of many developing countries. 



14 In the light of issues raised in this reporta 
review should be undertaken ofthe 
managementarrangements, including risk 
and financial management, in all key 
partner countries to ensure thatall 
procedures and protocols are being 
properly implemented and risks 
appropriatelyidentified and managed. 



Status (July 2013) 

A specific programme risk register has 
been developed and agreed with HQ as 
part of the internal business planning 
process. The programme risk register will 
be reviewed and where appropriate, 
updated in regular programme team 
meetings. 

At the requestof the Secretary General in 
November2012, ambassadors undertook 
immediate reviews of internal control and 
risk managementsys terns. The Secretary 
General has also metwith ambassadors to 
reinforce the importance of having 
appropriate systems in place. A 
comprehensive review of management 
arrangements bythe Evaluation and Audit 
Unit in all key partner countries is nearing 
completion and a report with 
recommendations will be presented to the 
Secretary General. 
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14.1 Public Financial Procedures require Xhatany balance of grants paid bya department 
remaining unexpended atthe end of the year is liable to be surrendered back to the 
Exchequer. It is a requirementthat particular care is taken to avoid over-issues, 
especiallyatthe end of the financial year, and there should be no automatic issue of the 
full amount provided without ascertaining whetherthe funds are required to meetthe 
grantee's actual funding requirements. The overall principle underlying these cash 
management procedures is thatthere should beeconomyin the managementof State 
funds. 



14.2 Recurrentgrant funding is provided to the Road Safety Authority (the Authority) from the 
Land Trans port Program me of Vote 31 Transport, Tourism and Sport. As Figure 14.1 
indicates, Exchequer grantfunding to the Authority has declined significantly in recent 
years. Over the period 2008 to 201 2, the Authority has derived an increasing proportion 
of its income from non-Exchequer statutory charges, principallyfees for driver testing 
and a levy on the proceeds of the national cartest. The significant increase in the levy 
in 2012 is attributed to the introduction of annual testing of cars aged 10 years or more, 
and the general ageing of the national carfleet. 

14.3 The Department's long-term objective is forthe Authority to operate without Exchequer 
grant support, and to be fully funded from statutory charges and the levy. 

Figure 1 4.1 Road Safety Authority — sources of income, 2008 to 201 2 
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□ Exchequer 
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□ Driver testing fees 
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Source: 



Road Safety Authority financial statements 2008 to 201 2 
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Control of Reserves 

14.4 The Road Safety Authority Act 2006 provides that the Authority shall not be compelled 
to surrendertothe Exchequer any moneys that it has on hands at the end of a financial 
year and may retain such moneys to finance its operations. The Minister for Transport, 
Tourism and Sport (the Minister) may require the Authority to pay a dividend to the 
Exchequer. 

14.5 The Authority has accumulated very significant revenue reserves and cash balances in 
recent years (see Figure 14.2). At end 201 2, the Authority's bank balances amounted 
to €25.5 million. This included €2.7 million in advance payments offees by driver 
testing applicants. The advance payments are treated as deferred income in the 
Authority's financial statements, and are released to income in the following yearas the 
tests are taken. As a result, these amounts are not included in the Authority's revenue 
reserves at year end. 



Figure 14.2 Bank balances and reserves in the Road Safety Authority, 2008 
to 2012 




■ Bank balances 



□ Revenue reserves 
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Source: Road Safety Authority financial statements 2008 to 201 2 



14.6 The Road Safety Authority Act 2006 provides for the developmentofa service level 
agreementthat, in accordance with the functions assigned to the Authority, would 
govern 'certain tasks to be carried out, advice given, functions performed orstandards 
adhered to in the performance of its function in the public interest'. The Act stipulates 
that the advance of funds would be conditional on compliance with the terms ofthe 
agreement. 



14.7 In a memorandum of understanding dated 30 January201 2 between the Department 
and the Authority, it was agreed that 

■ the Authority's revenue reserves would be maintained at a level not exceeding 
€16.4 million 

■ as part ofthe monthly draw-down of Exchequer funds, the Authority would produce 
managementaccounts in atimelymannerto allowthe Departmentto assess the 
Authority's financial position and to determine if any surplus in excess ofthe 
reserve agreed at the start of the year had arisen. 

In the 201 2 service level agreement between the Department and the Authority, it was 
agreed that 
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■ if an unanticipated surplus in excess of the agreed reserve had arisen, then the 
Authority would explain in writing the reasons forthe increased income or 
underspend 

■ following discussion between the Departmentand the Authority, the Department 
would advise the Authority of any adjustmentthatshould be made to the next 
requestfor draw-down of Exchequer funding. 

14.8 In November201 2, the Authority advised the Departmentthat reserves had increased 
above the agreed limit. The Departmentagreed to allow the Authority to increase its 
reserves to €20.2 million and draw down the remainder of the 201 2 allocation. 

14.9 The 201 3 service level agreement refers to the procedures governing the draw -down of 
the 2013 Exchequer allocation of€8 million. This agreementallowsthe Authority to 
increase its reserves to €22.5 million. 

14.10 The Authority's stated reason forwishing to maintain a large reserve was as follows 

■ It needed capital funds inorderto modernise its portfolio of driver testing centres, in 
accordance with recommendations from an externally-commissioned review. 
Approximately €4 million had been earmarked forthis expenditure. 

■ Other capital projects planned for 201 3 and 2014 were listed in the 201 3 service 
level agreement and totalled €14 million. 

■ A further reserve had been set aside to cater for any unforeseen events in 201 4 
including industrial action, strategic outsourced supplier failure ora material dropoff 
in demand led services and related fee income. 

Views of the Accounting Officer for Vote 31 

14.11 The Accounting Officer stated that the service level agreements concluded between his 
Departmentand the Authority in recent years have taken account of the changing 
circumstances of the Authority and have strived to balance the interests of the 
Exchequer with additional functions conferred on the Authority in a difficult economic 
climate. The two majoradditional functions, undertaken bythe Authority at Government 
direction, involved assuming responsibility for the Commercial Vehicle Roadworthiness 
Service (CVR) and the National Driver Licence Service. Despite the considerable initial 
outlay involved, particularly in relation to CVR, both services have been commenced 
without recourse to additional Exchequerfunding. 

14.12 The arrangements in place through the annual service level agreementhave, in the 
Department's view, proven successful in ensuring thatthe Authority has adequate 
funding to finance an essential capital programme while also providing the mechanisms 
for identifying situations where the capital reserve exceeds the agreed amount, resulting 
in reductions to Exchequer draw-downs. 

14.13 The Accounting Officer has stated that, in the context of negotiating the annual service 
level agreement, the Departmentexamines and discusses with the Authority the listof 
planned capital projects. Based on thatdiscussion, the Departmentsets the reserve 
lim it within which the Authority is expected to operate. Specific approval for the capital 
projects is notsoughtfrom the Department of Public Expenditure and Reform, but the 
process of concluding the service level agreementand the system by which the reserve 
level is agreed upon has been notified to that Department. 
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14.14 The Accounting Officer also stated that his Departmenthas commenced a review in the 
lightof significantchanges to the Authority's functions over the pastfew years. The 
focus of the review is on whetherthe legislation underwhich the Authority operates is 
sufficiently robustto support the extent of its currentand possible future functions and if 
a change in corporate governance requirements is necessary. The review will also 
examine the checks and balances thatwill be necessarywhenthe policy objective of 
the Authority operating on a full non-Exchequerfunding basis is achieved. The 
outcome of the review will be a report to the Ministeron the possible reform ofthe 
Authority. A steering group, comprising representatives of his Department, the Authority 
and the Departmentof Public Expenditure and Reform is overseeing the review. The 
Departmentwill reviewfuture Authority financial profiles in lightof the outcomeofthe 
review. 

Performance Oversight by the Department 

14.15 The stated purposeofthe 2012and 2013 service level agreements with the Authority is 
to formalise the arrangementforthe provision of the services detailed in the Authority's 
annual business plans. The 201 2 plan was a 200 page documentwith identified outputs 
for each of the Authority's four directorates. It details a total of 260 outputs for the 
Authority. 

14.16 The agreements provideforan annual review of the Authority's performance underthe 
agreement. No formal review was conducted in respect of 2012. The Department 
considered that its on-going discussion with the Authority fulfilled this requirement. 

14.17 The Chief Executive of the Authority stated that the Authority provides detailed and 
timely monthlymanagementaccounts and an annual business plan and budgettothe 
Department. The Authority has been proactive in developing an annual memorandum 
of understanding and service level agreementwith the Department in orderto formalise 
the reporting relationship. This has been augmented by monthly update meetings 
between the Chief Executive and the Department. 

Conclusion 

14.18 Since 2010, the Authority has consistently had receipts considerably in excess of its 
immediate funding requirements. Notwithstanding significant reductions in annual 
Exchequer funding to the Authority, this has resulted in the build-up of substantial cash 
balances. The Authority's additions to fixed assets have been much less than the 
available reserves, amounting to €3.2 million in 201 2 and €2 million in 201 1 . 

14.19 Cash balances held by public bodies significantly in excess of their requirements has an 
opportunity cost, in the form of intereston State borrowing that might not be required 
with tightercash management. 

14.20 Service level agreements between departments and publicsectorbodies should include 
a small number of relevant performance indictors covering the volume and quality of 
services provided by the body so that performance can be effectively monitored and 
reported. 

14.21 The service level agreement between the Departmentand the Authority provides for a 
performance review. In that context, it would be expected that a formal review of 
planned and actual outputs would be completed atthe end of each year. Such a review 
was not conducted in 2012. 
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Recommendation 14.1: The Departmentand the Authority should develop key 
performance indicators and conducta formal review of actual performance each 
year againstthose indicators. 

Accounting Officer's Response: Agreed. The recommendation will be 
addressed and taken on board as part of the review of the Authority that is 
currently taking place and to which the chapter refers. 

Chief Executive's Response: The Authority will comply in full with the 
developmentof key performance indicators and in having a formal review of 
performance againstsuch indicators. 



15 



Staff Appointments in the National 
Gallery of Ireland 



15.1 Underthe Appropriation Acts, the National Gallery of Ireland is supplied with an annual 
grant for its salaries and expenses. Dail approval and authority for this expenditure is 
given in the annual Appropriation Acts. In addition, the National Gallery is required to 
secure the sanction of the Department of Public Expenditure and Reform in relation to 
employmentof new staff. The issue of formal sanction in respect of voted expenditure is 
an essential element of the procedure for the managementand control of public 
expenditure. 

15.2 The Gallery operates undera governance and managementsystem originallyapproved 
underthe terms of the National Gallery Act 1 854. The Act has been amended from time 
to time to provide for additional requirements. Underthe 1854 Act, the Governing 
Body's role includes appointmentof employees "subject to such regulations and 
conditions as they(the Governing Body) think proper". 

Appointment of Director 

15.3 In late 2010, the need to appointa new Directorto the Gallery was established. 

15.4 The Board of Governors and Guardians of the National Gallery has responsibilityfor the 
appointmentofthe Director. It is not involved in recruitment of other staff. In recruiting 
the Director, the Board appointed members to a Search and Selection Committee that 
was managed underthe auspicesofthe PublicAppointments Service (PAS). The 
Committee included a nominee ofthe Departmentof Arts, Heritage and the Gaeltacht 
and an independentchairperson. 

15.5 In January 201 1 , the Departmentof Public Expenditure and Reform Sanctioned the 
recruitment of a new Director. The sanction contained a numberof specific conditions 
which included that 

■ the postshould be filled at the level of Principal Officer higher grade, with no 
additions on the basis of a fixed term five year contract 

■ the draft contract of employmentshould be cleared by the Departmentof Public 
Expenditure and Reform 

■ the services ofthe PAS should be used in the recruitment ofthe Director. 

15.6 An open competition was held by PAS in April 201 1 . The postwas advertised in 
relevant international media. A booklet provided for the information of candidates 
included the details ofthe post and outlined the terms and conditions ofthe 
employment. The salarydetails were in line with the conditions outlined in the sanction. 
The salaryscale is setout in Figure 1 5.1 . No information was provided in relation to 
removal expenses. 

1 Functions in relation to 
staff appointments and 
salary approval previously 
held by the Department of 
Finance were transferred 
to the Department of 
Public Expenditure and 
Reform when it was 
established in June 2011. 
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Figure 15.1 Salary scale — Principal Officer higher 
grade, with effect from 1 January 2010 



Scale 


Salary 


Point 1 


€85,957 


Point 2 


€89,399 


Point 3 


€92,853 


Point 4 


€96,295 


Point 5 


€99,236 


Long service 1 


€102,335 


Long service 2 


€105,429 



Source: Department of Public Expenditure and Reform 



15.7 Following an interview process, the Committee made a recommendation to the Board, 
which in turn authorised the offer of appointment. 

15.8 Following negotiations between the Gallery, the Department of Arts, Heritage and the 
Gaeltacht and the Departmentof Public Expenditure and Reform , appointmentof the 
Director at a salary commencing atthe fifth pointon the scale was sanctioned. 
However, this sanction was specificallysubjectto 

■ no additional benefits, in cash or in kind, being payable, other than reasonable 
vouched removal expenses to relocate to Ireland i.e. no performance related 
award, no company car, etc. 

■ no removal expenses to be paid to relocate elsewhere upon expiration of the 
contract. 

15.9 In November201 1 ,an offer was made to an overseas candidate which included the 
sanctioned rate of pay and that reasonable vouched expenses would be paid if incurred 
in relocating to Ireland. 

15.10 In addition to the sanctioned rate of pay, the new Director received a further payment in 
2012 of €40,000, net of tax and Pay Related Social Insurance for removal expenses. 
This paymentwas made from non-Exchequer sources available to the Gallery, not from 
the Vote. 

15.11 Of the €40,000 in removal expenses paid, supporting vouchers to the value of €3,700 
have been received to date. Following tax advice, the Gallery grossed the unvouched 
elementofthe expense payment to €87,454 for tax purposes, with the grossed up cost 
also being paid outof the non-Exchequer resources of the Gallery. 

15.12 The Gallery's Audit and Risk Committee discussed the contractual issues regarding the 
appointmentofthe new Director and it recommended thatthe Board of the Gallery give 
formal approval for the use of Gallery own funds in meeting 'non- salary costs' as 
required. 
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Views of the Chair of the Board 

15.13 The Chairofthe Board stated that the sanction allowed forthe payment of reasonable 
relocation expenses, which, in the Board's view, could be properly defined in this case 
as that level of expenses paymentthatwould make a candidate from overseas no 
worse off in taking up the postthan a person alreadydomiciled in Ireland. She also 
stated that the Board was obliged to determine what was 'reasonable' when itcameto 
relocation expenses for a candidate taking up a position and relocating from overseas. 
The nature of the property market along with the dysfunctional nature of the banking 
system in Ireland made family relocation unattractive for a senior mid -career 
professional. This was compounded bythe fact that the contract was for five years only. 
The resolution was to recognise thatthe relocation would be on-going over five years 
and that the expenses of travel would need to be met in order to achieve the outcome 
where the overseas candidate would be "no worse off in taking up the postthan a 
person alreadydomiciled in Ireland". She stated that the operation of this arrangement 
on relocation expenses will be subject to annual auditby the Gallery's internal auditor. 
The first of these audits, covering the initial months after appointment, was conducted in 
September2012 with the next one due in the coming months. The Gallery's intention is 
that these audits will ensure thatthe expenses associated with travel from abroad are 
fully vouched. 

Conclusion 

15.14 The payments approved bythe Board did not complywith the sanction issued bythe 
Departmentof Public Expenditure and Reform. 

Award of Contracts of Indefinite Duration to Gallery Staff 

15.15 The Gallery recruited 30 staff as Security Attendants on a contract basis when the 
Gallery's new Millennium wing was opened in 2002. All these staff were em ployed on 
fixed term/specified purpose contracts, in accordance with the sanction prescribed by 
the Departmentof Public Expenditure and Reform. During the period 2002-201 1 ,the 
Gallery obtained approval to recruitsome of these staff on a permanentbas is, others 
left and some of these were replaced on a permanent basis. The result was thatthere 
were 15 staff on fixed term/specified purpose contracts which expired in the period July 
to September 201 1 .The staff concerned were then made redundant. 

1 5.1 6 Six of those staff made claims for 'contracts of indefinite duration' underthe terms of the 
Protection of Employees (FTW) Act 2003. 1 

15.17 The National Gallery had employed these staff on a series of four fixed term contracts of 
employmentbetween January2002 and September201 1 .The first contract of 
employment(January2002 — June 2005)stated "the specific purpose of this contract is 
that you are employed to secure the National Collection atthe National Gallery 
incorporating the Millennium Wing, on a temporary basis until such time as 
refurbishment commences atthe National Gallery's historic buildings underthe 
Gallery's Development Plan. When this occurs, the specified purpose hereunderwill 
cease and accordinglyyour employment will terminate in accordance with Clause 2. It is 
not possible to estimate when the specified purpose of your contract will cease butyour 
employmentwill notin any event continue beyond 30 June 2005 and therefore you are 
accepting this offer of employmenton the strict understanding thatthe nature of your 

1 The statutory provisions 

in relation tosuch employmentis temporary". 

contracts are explained in 
Figure 15.2. 
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Figure 15.2 Contract of Indefinite Duration 

A fixed term contract is a contract of employmentwheretheend date of the contract is 
known at the outset. A specified purpose contract is a contract of employment which 
terminates on the occurrence of a specific event or cessation of a specific purpose. 

The term 'contract of indefinite duration' (CID) is generally used to describe an em ployment 
contract that has lasted (oris intended to last) more than 52 continuous weeks. The term CID 
comes from the Protection of Employees (Fixed-Term Work) Act 2003. That Act prohibits the 
use of successive fixed -term contracts and provides that an employee is entitled to a CID 
once he or she has been on fixed -term contracts for more than four years, unless there is 
objective justification to keep the employee on fixed -term contracts. 

Subsection 9(3)of the Protection of Employees (Fixed Term Work) Act 2003, states that 
"where any term of the fixed term contract purports to contravene [subsection 9(1 )or9 (2)], 
the term shall have no effect and the contract concerned shall be deemed to be a contract of 
indefinite duration." 

Subsection 9(1 ) indicates thatwhere a fixed term employee completes or has completed his 
or her third year of continuous em ployment with an employer, the fixed term contract maybe 
renewed by that employer on only one occasion and any such renewal shall be for a fixed 
term of no longerthan one year. 

Subsection 9(2) indicated thatwhere a fixed term employee is employed on two or more 
continuous fixed term contracts , the aggregate duration of the contracts shall not exceed four 
years. 

Objective grounds are described in Section 7(1) in the following terms. "Aground shall notbe 
regarded as an objective ground ... unless it is based on considerations other than the status 
of the employee concerned as a fixed term employee and the less favourable treatment 
which it involves for that employee (which treatment may include the renewal of a fixed term 
employee's contractfora further fixed term) is for the purpose of achieving a legitimate 
objective of the employer and such treatment is appropriate and necessaryfor that purpose." 



15.18 The second contract (June 2005 to March 201 1 ) had similar wording and specifically 
included "Your em ployment will terminate automaticallywithout any right to notice on 
the commencement of refurbishment". During this time, the Gallery was awaiting 
approval to proceed with its master development plan. As part of the plan, it was 
envisaged thatsections of the Gallery would be closed for long periods and therefore, 
there would be reduced requirementfor Security Attendants. 

15.19 Refurbishmentofthe Gallery commenced in the Dargan Wing in March 201 1 . However, 
the refurbishment works were being undertaken on a phased basis, therefore, the 
services of these staff was required for a further short period, pending the 

com mencementof refurbishment in other parts of the Gallery. 

15.20 Two other contracts were given to cover the period from March to June and June to 
September2011. 

15.21 From March 2009, the Gallery was in regulardiscussions with the Department of Public 
Expenditure and Reform for additional attendant staff on a permanent basis as a result 
of natural wastage. 
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15.22 The Gallery has stated that, it sought legal advice at all stages of recruitmentand 
contract renewal beginning in 2002 and ending in 2012, and complied preciselywith all 
advice provided. Throughoutthe period, the legal firm advised that, although the 
legislation was relatively new and un-tested, the Gallery had a strong case and would 
probablybe ableto successfullydefend any claims. 

Labour Court Hearing 

15.23 From July 201 1 onwards, complaints were made bysixstaff to the Rights 
Commissioner in relation to employment rights. Each of the outcomes differed butthe 
decisions of the Rights Commissioner were appealed bythe six staff members to the 
LabourCourtin December201 1 The cases were heard during summer2012. 

15.24 In respect of the first three cases heard, the Court determined in September 20 12 that 

■ the specified purpose contract of employment set in June 2005 was not justified on 
objective grounds (within the meaning of Section 7(1 ) of the Act) and was deemed 
a contract of indefinite duration 

■ the fixed term contract of employment offered in June 201 1 was not justified on 
objective grounds and was deemed a contract of indefinite duration 

■ the Gallery could not claim that the contracts did not meeta 'fixed and permanent 
need' for the Gallery. 

15.25 The Court ordered the Gallery to 

■ reinstate the staff members into theiremploymentwith effect from the date of the 
termination oftheir employment 

■ pay the staff members anyarrears of pay due to them less anyamount of monies 
paid to them byway of redundancy pay they had alreadyreceived 

■ award them €3,000 each in compensation. 

15.26 The Gallery decided that itshould reinstate all sixstaff in December2012.Thecosts 
involved are 

legal costs —€124,509 

■ reinstatement costs — €281 ,426 i.e. salaryarrears from the date of redundancy (a 
net paymentwas made after taking account of redundancypayments alreadypaid) 

■ compensation costs — €15,000. 

In addition, there are legal costs for one of the claimants currentlyin dispute. A 
negotiated settlementis anticipated before the end of 201 3. 

15.27 According to the Gallery, due to subsequentstaffdepartures, the employees who were 
taken backare required bythe Gallery and are productively employed. 
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Conclusion 

15.28 The Gallery incurred expenditure in the region of €420,000 in relation to the re- 
instatementofthe six Security Attendants, including arrears ofsalaryfor the fifteen 
month period when the attendants had been made redundant. There are also long term 
costs for the State as these employees accrued pension rights from the com men cement 
of the contracts. 

15.29 Issues involving contracts of indefinite duration also arise elsewhere in the public sector. 
This is a particular issue in relation to employees in the third level education sector. 
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16.1 In 2012, €20.1 billion was spenton welfare and employmentschemes. The vast bulkof 
this expenditure is incurred by the Departmentof Social Protection (the Department). 
The schemes are funded through the two accounts operated by the Department — the 
Exchequer-funded Vote for Social Protection (Vote) and the Social Insurance Fund 
(SIF). The SIF derives mostofits incomefrom PRSI contributions. However.since mid 
2010, the SIF has required a subvention from the Exchequer (paid through the Vote) to 
bridge the gap between its income and expenditure. There is close financial interaction 
between both accounts in their operation. 

16.2 The purpose of this report is to presenta consolidated view of expenditure on welfare 
and employmentschemes taking into account expenditure from both the Vote and the 
SIF. Previously, a numberof income supportschemes were funded byother public 
bodies. However, in recent years mostof those schemes have been transferred to the 
Departmentor have been phased out. These have been included in the consolidation 
for prior years to provide meaningful trend analysis. The reportalso sets outthe sources 
of funding as well as the Department's administration costs. 

16.3 Expenditure funded by other public bodies on certain programmes that could also be 
considered to have broad welfare or employmentsupportobjectives has notbeen 
included in the consolidation. This includes 

■ paymentto participants in training foremployment programmes funded bythe 
National Training Fund and the Departmentof Education and Skills 

■ medical card expenditure and blind welfare allowance metfrom the Health Service 
Executive's Vote 

■ certain educational expenditure, such as the school support programme, which is 
designed to provide a variety of supports to pupils in areas categorised as 
disadvantaged 

■ paymentof the early childhood care and education scheme funded bythe 
Departmentof Children and Youth Affairs. 
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Trends in Expenditure 

16.4 Figure 16.1 shows trends since 2009 in expenditure on welfare and employment 
schemes together with the estimated expenditure for 20 13. 



Figure 16.1 Expenditure on welfare and employment schemes, 
2009 to 2013 



€bn 




2009 2010 2011 2012 2013 (est) 



Source: Annex A 

16.5 The format of the accounts for both the Vote and SIF has been revised with effect from 
2012. As a result, scheme expenditure is now presented byprogramme category. The 
programme categories are 

■ Pensions 

■ Working age income supports 

■ Working age employment supports 

■ Illness, disabilityand carers 

■ Children 

■ Supplementary payments. 

16.6 An analysis of 201 2 expenditure by category is presented in Figure 16.2. Annex A 
analyses expenditure by category over the period 2009 to 201 3. 1 



Figure 16.2 Expenditure 201 2, by category 



□ Pensions 

■ Working age income 
supports 

□ Working age employment 
supports 

□ Illness, disability and carers 

□ Children 

■ Supplementary payments 



Source: Annex A 

1 Earlier years have been 
re-stated as necessary , in 
line with the Department's 
revised categories. 
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Pensions 

16.7 Expenditure on pensions totalled €6.3 billion in 2012. This represents an increase of 
7% over 2009. A further increase of 3% is projected for 20 13 (Figure 16.3). State 
pensions accountforthe bulk of the increase over the period. This is due to increases 
in the number of recipients from 370,000 in 2009 to 423,000 in 201 2. 



Figure 16.3 Pension expenditure, 2009 to 2013 
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Source: Annex A 

Working Age Income Supports 

16.8 Expenditure on working age income supports accounted for 30% of all expenditure in 
2012. Total expenditure in 2012 was €6 billion — this represents a decrease of 10% 
since the peak in 201 (Figure 1 6.4). The main support provided is jobseekers 
allowance and benefitwhich together accountfor two thirds of the expenditure in this 
category. Figure 16.5 shows the numbers on the live register between June 2007 and 
June2013. 

16.9 Overall, the numberof people on the live register increased from 166,000 in June 2007 
to 458,000 in June 201 1 . By June 201 3, this had fallen to 435,000, a decrease of 5% . 

16.10 In June 2008, jobseekers allowance claimants accounted for just over half of all live 
registerfigures. By June 201 3, this had increased to 74%, as individuals exhausted 
their entitlementto jobseekers benefitand transferred to jobseekers allowance. 



Figure 16.4 Working age income support expenditure, 
2009 to 2013 
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Source: Annex A 
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Figure 16.5 Trends in live register, June 2007 to June 2013 
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Source: Central Statistics Office Live Register June 2007 to June 2013 

Notes: a Around 20,000 jobseekers' claimants are not included on the live register 
— systematic short-time workers, self employed, short-term enterprise 
allowance, work placement programmes open/graduate and persons aged 
over 65. 

b Other — principally includes unemployed persons who do not qualify for 
jobseekers payments but have applied for credited social insurance 
contributions. 



1 6.1 1 Jobseekers payments are projected to decrease by€1 30 million in 201 3 based on 

■ a projected 3.5% decrease in the numbers of claimants 

■ a reduction in the duration of jobseeker's benefit 

■ a full year's impactof the reduction in the base paymententitlementfrom asixday 
weekto a five dayweek, effective from July2012. This affects part-time or casual 
workers who accountfor one fifth of those on the live register. 

16.12 The other main contributors to the projected reduction of almost€500 million or8% in 
working age income supportare 

■ a €196 million reduction in expenditure on redundancyand insolvencyarisingfrom 
the abolition of the statutory redundancyemployer rebate from January 201 3 

■ a change in the age condition of the youngestchild and a reduction of the amount 
of earnings disregarded for eligibilityfor one parent family payment contribute to the 
expected expenditure reduction of €123 million. 

Working Age Employment Supports 

16.13 Expenditureon employmentschemesforthe period 2009to 2013 is setout in Figure 
16.6. In 2012,justunder€1 billion was spenton employment supports. This represents 
an increase of 30% over 2009. 
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Figure 16.6 Working age employment support 
expenditure, 2009 to 2013 
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Source: Annex A 

Illness, Disability and Carers 

16.14 Expenditure in relation to supportfor illness, disabilityand carers decreased by8% 
between 2009 and 201 2 from €3.6 billion to €3.3 billion (Figure 1 6.7). Most of the 
decrease relates to disabilityallowance, illness benefit 1 and invalidity pension. The 
number of recipients of illness benefitand invaliditypension has decreased in the 
period, while there has been a marginal increase in the numberof recipients of disability 
allowance. Expenditure on each scheme has decreased due to rate reductions. A 
further marginal decrease in expenditure in this category is projected for 201 3. 



Figure 16.7 Illness, disability and carers expenditure, 
2009 to 2013 



1 There were changes in 
the entitlement conditions 
for new claimants which 
impacted on expenditure 
from January 201 1 . 

2 The early childhood 
care and education 
scheme. This is accounted 
for in Vote 40 Children and 
Youth Affairs. 
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Source: Annex A 

Children 

16.15 Expenditure in relation to supportfor children was €2.4 billion in 2012. This represents 
a decrease of 21% over 2009 (Figure 16.8). The decrease is mainlyaccounted for by 
the reduction in child benefit rates over the period and the replacementofthe early 
childcaresupplementwith a scheme thathas an education focus which is notincluded 
in the consolidated figures. 2 A further decrease of 6% in expenditure on supportfor 
children is projected in 2013. 
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Figure 16.8 Support for children expenditure, 2009 to 
2013 
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Source: Annex A 

Supplementary Payments 

16.16 Expenditure on supplementary payments increased by 7% from €1 .2 billion to €1 .3 

billion between 2009 and 201 1 . The increase was accounted for mainly by increased 
expenditure on fuel allowance in 201 1 . In 201 2, there was a decrease in total 
supplementarypayments of 12% to €1 .1 billion (Figure 16.9). This is mainlydueto a 
reduction of €80 million in rent supplement payments duetoa revision of the maximum 
rent limits and €55 million reduction in fuel allowance paymentdueto a reduction in the 
number of weeks for which the allowance is payable. A further decrease of 10% is 
projected for 201 3, mainlydue to changes in rent supplement, mortgage interest 
supplementand household benefits package. 



Figure 16.9 Supplementary payments, 2009 to 2013 
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Source: Annex A 

Source of Funding 

16.17 The consolidated expenditure includes expenditure under both the Department's Vote 
andtheSIF, and expenditure met from other Votes in earlieryears. By 2011, the 
Departmentwas responsible for almostall expenditure. This was due to the transferof 
responsibilityfor various schemes from the HSE, the Departmentof Children and Youth 
Affairs, and the Departmentof Education and Skills. Figure 16.10 summarises 
expenditure by source for the period 2009 to 201 3. 
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Figure 16.10 Source of welfare and employment expenditure, 2009 to 201 3 



Source of Funding 2009 2010 2011 2012 2013 

Est 

€m €m €m €m €m 

Social Insurance Fund 9,503 9,180 8,723 8,587 8,314 
Voted Expenditure 

Social Protection 10,355 11,032 11,540 11,518 11,299 

Jobs, Enterprise and Innovation 443 221 4 — — 

Community, Equality and Gaeltacht Affairs 99 67 — — — 

Education and Skills — 287 — — — 

Health Service Executive 92 — — — — 

Children and Youth Affairs 231 11 1 — — 



Total Funding 20,723 20,798 20,268 20,105 19,613 

Source: Audited Appropriation Accounts 2009-2012 Audited Social Insurance Fund Financial Statements 
2009-2012; Estimates for 2013 as voted by Dail Eireann 

Social Insurance Fund Deficit 

16.18 In 2012, €8.6 billion of welfare and employment expenditure was metfrom theSIF. 
PRSI contributions collected by the Revenue Commissioners from employers, 
employees and self-employed persons are paid into the SIF. Benefits undersocial 
insurance schemes are paid outof the SIF. Underthe Social Welfare Consolidation Act 
2005, there is provision for the Exchequer to fund any deficit. 

16.19 Since 2008, SIF expenditure has exceeded income (Figure 16.1 1 ). Until May 2010, the 
shortfall was metfrom the SIF's accumulated reserves. Since then, it has been metby 
a subvention from the Exchequer. In 201 2, a €2.1 billion subvention was paid from the 
Exchequer to the SIF. This was 15% higherthan the original estimate. There is 
provision for a subvention of€1 .5 billion in 201 3. 



16.20 In addition to the Exchequer subvention, the Social Welfare and Pensions Act 2012 
provides for advances to be made from the Central Fund if necessaryto ensure 
sufficientmoneys are available in the SIF to fund payments. The requirementforsuch 
advances arises because the bulkof transfers from Revenue into the SIF are at the end 
of each month, while benefit payments are madethroughoutthe month. In December 
201 2, €300 million was advanced from the Central Fund. This advance was repaid 
before the end of 2012. 
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Figure 16.11 Surplus/ (deficit) on Social Insurance Fund, 
2006 to 2013 
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Source: Social Insurance Fund Financial Statements 2006-2012; Estimate 
for 2013 as voted by Dail Eireann 



Administration Costs 

16.21 Figure 16.12 shows the trend in the Department' sad mini strati on costs from 2009 to 

2013. Projected expenditure for 20 13 is similartothe 2012 levels of €671 million. The 
Department's administration costs are analysed in Annex B. 



Figure 16.12 Department of Social Protection 

administration costs, 2009 to 2013 
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Source: Annex B 



Conclusions and Recommendation 

16.22 Around €20.1 billion was spentbythe Department on welfare and employment 
measures in 201 2 — 3% below 2009 expenditure. 

16.23 The majorityof welfare schemes are now administered bythe Departmentand funded 
through eitherthe Vote for Social Protection or the Social Insurance Fund (SIF). The 
formats of the accounts of both the Vote and SIF have been revised and scheme 
expenditure is now presented under identical programme categories in each account. 

Recommendation 16.1: To enhance publicaccountability, the Department 
should publish a consolidation of its expenditure on welfare and em ployment 
schemes as an addendumtothe Appropriation Account of the Vote. 

Accounting Officer's Response: Agreed. In drafting the 2013 appropriation 
account, the Departmentwill provide an addendum , as suggested. 
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Annex A Payments by Scheme and Category 9 



Expenditure Category 


2009 


2010 


2011 


2012 


2013 

CSt 




tm 


tm 


tm 


tm 


tm 


Pensions 












State Pensions 


4,473 


4,537 


4,727 


4,913 


5,099 


Widow s /Widowers / Surviving Civil Partners 
Pension 


1,362 


1,343 


1,346 


1,351 


1,348 


Bereavement Grant 


19 


18 


19 


20 


22 


Total 


5,854 


5,899 


6,092 


6,284 


6,469 


Working Age Income Supports 












Jobseeker's Allow ance 


2,005 


2,809 


2,975 


3,055 


3,098 


One Parent Family Payment 


1,121 


1,110 


1,089 


1,058 


935 


Jobseeker's Benefit 


1,734 


1,285 


927 


737 


564 


Redundancy and Insolvency Benefit 


350 


490 


326 


318 


122 


Maternity Benefit 


331 


324 


309 


303 


297 


Basic Supplementary Welfare Allow ance 


241 


207 


174 


179 


161 


Farm Assist 


93 


1 1 1 


1 14 


108 


100 


Deserted Wife's Benefit 


100 


93 


86 


84 


80 


Other Working Age Supports 


90 


84 


75 


64 


62 


Pre-Retirement Allowance 


C\~7 

y i 


~7Q 

fo 


bU 


4b 


oo 
OO 


Treatment Benefits 


100 


51 


23 


19 


19 


Widow s' Widowers'/Surviving Civil Partners 
Pension (Non Contributory) 


24 


19 


18 


18 


16 


Deserted Wife's Allow ance 


6 


5 


4 


4 


3 


Adoptive Benefit 


1 


1 


1 




1 


Health and Safety Benefit 


1 


1 


1 


1 


1 


Total 


6,294 


6,669 


6,183 


5,993 


5,492 


Supplementary Payments 












Rent Supplement 


511 


517 


503 


423 


403 


Household Benefits Package 


359 


368 


370 


369 


284 


Fuel Allowance 


200 


229 


266 


211 


211 


Free Travel 


73 


74 


76 


76 


77 


Mortgage Interest Supplement 


61 


66 


68 


55 


42 






1,253 


1,282 


1,134 


1,017 
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Bcnpnditurp Catpaorv 

i— /\ yj t7 1 iuiiui w v/aic^V/i y 


2009 


2010 


2011 


2012 


2013 
Est 




€m 


€m 


€m 


€m 


€m 


Working Age Employment Supports 












Employment Programmes 


389 


385 


367 


330 


351 


Job Initiative 


36 


30 


30 


26 


25 


Rural Social Scheme 


48 


44 


47 


45 


45 


TUS Community Work Placement Scheme 






12 


67 


96 


Back to Work Allow ance 


77 


88 


115 


127 


126 


Back to Education Allow ance 


107 


180 


202 


200 


189 


National Internship Scheme - JobBridge 








8 


55 


82 


Partial Capacity Benefit 








2 


9 


Other Working Age Employment Support 


10 


10 


7 


57 


87 


Employment Subsidy Scheme 


18 


93 


4 






Community Service Programme 


51 


45 


45 


45 


46 


Total 


736 


875 


837 


954 


1,056 


Illness, Disability and Carers 












Disability Allowance 


1,143 


1,110 


1,089 


1,088 


1,115 


Illness Benefit 


920 


943 


876 


774 


732 


Invalidity Pension 


682 


640 


607 


603 


601 


Carer's Payment 


533 


528 


532 


534 


559 


Respite Care Grant 


99 


128 


130 


136 


111 


Domiciliary Care Allow ance 


123 


96 


100 


102 


107 


Disablement Benefit 


86 


79 


77 


76 


74 


Blind Pension 


16 


16 


16 


16 


15 


Inii ir\/ Ronpf it 

II IJUI y DCI ICI IL 


18 


18 


17 


16 


14 


Total 


3,619 


3,557 


3,443 


3,346 


3,328 


Children 












Child Benefit 


2,495 


2,213 


2,076 


2,047 


1,912 


Family Income Supplement 


lb/ 


lob 


one 






Back to School Clothing and Footwear 












Allowance 


67 


77 


91 


66 


49 


School Meals 


35 


35 


35 


35 


37 


Child Related Payments 


20 


23 


23 


22 


23 


Early Childcare Payment 


231 


11 


1 






Total 


3,016 


2,545 


2,431 


2,394 


2,251 



Expenditure on all Schemes b 20,723 20,798 20,268 20,105 19,613 

Notes: a Annual expenditure data is based on audited appropriation account figures (2009 to 201 2) and audited 

SI F data (2009 to 201 2). Estimates for 201 3 as v oted by Dail Eireann. 

b Due to rounding, certain scheme expenditures may not sum to the category totals reported 
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Annex B Department of Social Protection Administration Costs 





2009 


2010 


201 1 a 


2012 


2013 












Est 




€m 


€m 


€m 


€m 


€m 


Administration and management 


538 


528 


581 


576 


581 


Agency and service grant 


81 


55 


45 


46 


47 


Expenditure under other Votes 


37 


31 


39 


36 


40 


Notional rent 


16 


15 


10 


11 


11 


Other 


3 


3 


2 


2 


2 


Total Expenditure 


675 


632 


677 


671 


681 



Note: a The Department assumed responsibility forfunding FAS employ ment supports from 1 January 201 1 . 

201 1 costs include the administration element of funding provided to FAS by the Department. From 
1 January 2012 administration expenditure f orf ormer FAS schemes is met from the Department's 
budget. 
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17.1 The Departmentof Social Protection (the Department) is required to ensure that the 
expenditure it incurs has been applied forthe purposes forwhich the moneywas made 
available by Dail Eireann.and that its financial transactions conform with the authorities 
underwhich they purportto have been carried out. Financial transactions are 
considered to be 'regular' when both of these conditions are satisfied. 

17.2 Payments in excess of the entitlementunderthe terms ofwelfare schemes are 
'irregular'. Such payments can arise due to 

■ claimantfraud — where the claimantintentionallyprovides incomplete or 
inaccurate information in orderto receive benefits , or deliberatelyfails to inform the 
Departmentof relevant changes in circumstances 

■ claimanterror — which arises when the claimanthas provided inaccurate or 
incomplete information, orfailed to report a relevant change in circumstances (such 
as an increase in meansora change in medical condition), butthere is no clear 
fraudulentintenton the claimant's part 

■ departmental or administrative error — where benefits are paid incorrectly due to 
inaction, delay or mistakes made bythe Department's staff. 

17.3 I referred in my certificates on the 2012 Appropriation Account for Vote 37andthe2012 
Account of the Social Insurance Fund (SIF) to the level of irregularity of scheme 
payments, which I considered material in the context of each account. 

Department's Review Programme 

17.4 The Departmentundertakes fraud and errorsurveys to establish the level of risk 
associated with particular schemes and areas with a view to designing processes and 
control measures specifically targeted to minimise the level of future risk. 

17.5 The Departmentconsiders a number of factors when selecting and scheduling schemes 
to be surveyed. These include 

■ whethera previous survey of the scheme has been conducted 

■ the length of time since the lastsurvey 

■ coverage of both Vote and SIF schemes 

■ scheme expenditure 



the burden of undertaking the survey including the capacity of the inspectorate, 
scheme and local offices, and medical assessors. 
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17.6 The Department's programme of surveys envisages atleasttwo surveys each year over 
the sixyears to 2016. The schedule is reviewed annuallyand adjusted if necessaryin 
the light of business needs and emerging trends. Asurvey of the rent supplement 
element of the supplementarywelfare allowance scheme was added to the schedule 
and commenced in March 2013. Surveys of the remaining elements of that scheme will 
be conducted in subsequentyears. 

17.7 The Department is currentlyfinalising the outcome of its survey of the jobseekers 
allowance scheme undertaken in 201 2. Asurvey of widows/widowers/surviving civil 
partner's pension (contributory) commenced in August2013. Surveys of invalidity 
pension and illness benefitare also scheduled for201 3. 

17.8 This report looks atfraud and error surveys completed in 2012 and 201 3, to assess the 
reliabilityof the process and the implicationsofthe results. 

Estimates of Level of Irregular Payments 

17.9 An estimate of the level of excess payment is not available for all schemes. Figure 17.1 
sets out an estimate of the scale of irregular payments for 201 2 based on the latest 
available fraud and error surveys for schemes where such surveys have been carried 
out. 



Figure 17.1 Estimated levels of irregular payments in surveyed schemes 



Account and scheme Yearof Estimated level of Schemecost 

survey 3 irregular payment 2012 







Scheme 


Department 


€m 


Vote schemes 










Family Income Supplement 


2005 


3.3% 


n/a 


224 


State Pension (non-contributory) 


2007 


1.9% 


n/a 


963 


Jobseekers Allow ance 


2009 


3.1% 


n/a 


3,055 


Disability Allow ance 


2010 


18.4% 


4.1% 


1,088 


One-Parent Family Payment 


2011 


7.1% 


2.7% 


1,058 


Child Benefit 


2012 


0.5 % 


0.5% 


2,047 


Social Insurance Fund schemes 










Illness Benefit 


2006 


0.4% 


n/a 


774 


State Pension (contributory /transition) 


2008 


1.1% 


n/a 


3,949 


Jobseekers Benefit 


2011 


2.5% 


1.6% 


737 



Source: Department of Social Protection 

Notes: a Base year for survey 

b Net loss to welfare system taking account of cases where disallowed scheme claims are 
succeeded by claims/dependant payments on other schemes. 
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Vote Funded Schemes 

MAO There is wide variation in the level of irregular payments in Vote funded schemes. The 
surveyed Vote schemes accountfor€8.4 billion of expenditure. The extent of irregular 
payments in schemes thathave not been surveyed and which accountfor a further €3.1 
billion of expenditure, is not known. 

SIF Funded Schemes 

17.11 There is also variation in the level of irregular payments in SIF schemes. The State 
pension (contributory/transition) and jobseekers benefitschemes accounted for over 
half of the €8.6 billion SIF scheme expenditure in 2012. Each scheme has estimated 
irregular payment levels in excess of 1% of expenditure. 

Latest Survey Results 

17.12 In June 2012, the Departmentpublished the findings offraud and error surveys of three 
schemes-jobseekers benefit, disabilityallowance and one-parentfamily. The findings 
of its survey of child benefitwere published in March 2013. The results of these surveys 
are summarised in Figure 17.2. 

17.13 Three of the four schemes had expenditure in excess of €1 billion in 201 2. The 
jobseekers benefitscheme cost€737 million. 

17.14 The 2012/2013 surveys, unlike previous surveys, calculated the 'net loss'to the 
Department. This involves adjusting the level of irregular payment identified to take 
accountof cases where theclaimantbecomes eligible forpaymentunderanother 
scheme or becomes an adult dependantof another claimant. Therefore, while the 
'gross loss' represents the level offraud and error in the scheme, the net loss seeks to 
take into accountthe impacton the welfare system as a whole. 

17.15 Significantfactors in relation to the schemes included 

■ the majorityof fraud and errorcases identified in the jobseekers benefitscheme 
arose because claimants received benefits for days when they were working 

■ over 75% of the fraud and errorcases in the one-parentfamilyscheme were 
attributed to claimants' means and approximately10%to cohabitation 

■ mostfraud and error in disabilityallowance arose because the claimants were 
found to no longer meetthe qualifying medical criteria 

■ in the five child benefitfraud cases identified, the claimants were found to have left 
the country without notifying the Department. 
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Figure 17.2 Estimated value of irregular welfare payments — 201 2 and 2013 
surveys 



Percentage of scheme payments, by value 




Scheme irregular 


Reinstated or 


Net loss 




payments 


transferred claims 




Jobseekers Benefit 








Due to fraud 


0.1% 


- 


0.1% 


Due to error 


2.4% 


0.9% 


1.5% 


Total 


2.5% 


0.9% 


1.6% 


One-Parent Family Payment 








Due to fraud 


6.7% 


4.4% 


2.3% 


Due to error 


0.4% 


- 


0.4% 


Total 


7.1% 


4.4% 


2.7% 


Disability Allowance 








Due to fraud 


2.1% 


0.9% 


1.2% 


Due to error 


1.0% 


0.1% 


0.9% 


Due to medical ineligibility 3 


15.3% 


13.3% 


2.0% 


Total 


18.4% 


14.3% 


4.1% 


Child Benefit 








Due to fraud 


0.5% 




0.5% 


Total 


0.5% 




0.5% 


Source: Fraud and Error Survey Reports, Department of Social Protection, June 2012 and March 2013 

Note: a The Department considers that a change in medical eligibility does not constitute a fraud or 
error. 

The Survey Process 

The Department's Fraud Initiative 201 1-201 3 sets outan approach to control of 



schemes which includes the identification of risks in each scheme and the development 
of an appropriate control policy. 

17.17 The surveys involve the selection of a sample of cases and review of those cases by 
social welfare inspectors. Deciding officers then make a decision on eligibilityin each 
case based on the outcome of those reviews. The results are processed centrallyand a 
fraud and error survey report is compiled. The key stages in the process are setoutin 
Figure 17.3. 
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Figure 17.3 Key stages in Fraud and Error Survey process 



Sample selection ~~j I 



i 



Review of cases 



i 



Classification 
of results 



i — 



Fraud and error 
calculations 



Report results 



Scheme control 
policy 



] 



17.18 The criteria necessaryfor successful implementation of a survey of underlying fraud and 
error on a claim scheme are 

■ all cases for inclusion in the survey are selected randomlyfrom the population of 
cases in paymentat a specifictime 

■ the sample size is sufficiently large to yield reasonablyreliable estimates 

■ the reviews are carried out promptly following sample selection 

■ cases are tested fully for all possible breaches of regulations 

■ the monetary value of any changes as a resultof the review together with the 
monetary value of the sample is captured sothatthe results can be extrapolated to 
draw conclusions aboutthe estimated value of the loss 

■ the results of the survey are capable of being audited. 

17.19 The recent fraud and errorsurveys were audited againstthese criteria. Indoingso.a 
sample ofthe cases thatwere selected forsurvey was examined foreach scheme. The 
sample consisted of 50 cases selected from the four surveys. 1 Databases com piled by 
the Department in respect of each survey containing the outcome of its investigations 
were also examined. In addition, a statistical consultant was engaged to provide advice 
on the sampling methodology. 



1 Ten cases foreach of 
disability allowance and 
one-parent family 
schemes and 15 cases for 
each of jobseekers benefit 
and child benefit schemes. 
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Sample Selection 

17.20 The Departmentselected random samples of 1 ,000 cases each in the case of the one- 
parentfamily, jobseekers benefitand child benefitschemes. Asampleof 1 ,050 cases 
was selected randomlyfor review in the case of disabilityallowance. 

17.21 The examination identified a numberof issues with regard to the sampling process. 
These are outlined in the following sections. 

Population Definition 

17.22 In two of the surveys examined, the population from which the samples were drawn was 
restricted. The survey of the one-parentfamilyscheme excluded cases administered 
centrally and the jobseekers benefitsurveywas limited to cases with less than 50 paid 
days. The restriction in the population to be sampled mayresultin unrepresentative 
results. 

17.23 The Accounting Officer considers thatthe decisions to restrictthe population in these 
surveys were taken for valid business reasons. In the case of the one-parentfamily 
survey, centrally administered cases were excluded to be consistent with the previous 
survey of the scheme and because the majorityof cases are administered by local 
offices. It was considered thatthis would best highlightthe risks associated with the 
scheme. As the jobseekers benefitscheme is time limited and has a high level of 
'churn', claims with a more recent commencementdate were selected for review to 
maximise the potential number of cases to be surveyed. 

Sample Size 

17.24 The review of sample cases is a significanttask. Using data from previous surveys and 
applying sampling theory, the sample size for the desired confidence level and margin 
of error considered to be acceptable can be determined. While confidence intervals are 
narrowerfor largersample sizes, an acceptable margin of error in the survey results can 
potentiallybe achieved with a significantlysmallersample than the standard 1,000. 

17.25 It maybe possible to achieve the same margin of errorwith smallersample sizes using 
stratified sampling. Astratified random sample is a method of sampling thatinvolves 
the division of the population into smallergroups (known as strata) based on shared 
attributes or characteristics. A random sample from each sub-group is selected. A 
larger number maybe selected from strata where there is a greater riskof fraud and 
error, with the results re-weighted atthe end in line with the profile of the population. 

17.26 The Departmentselected a stratified random sample in the case of the child benefit 
scheme. The stratifying variables used were method of payment (bankor postoffice) 
and PPS number. 

Selecting Cases 

17.27 Cases should be selected atrandom from the population of cases in payment. There 
will often be circumstances where a case selected as partofthe sample will have to be 
excluded, for example, where the claimanthas died. Oversampling can be used to 
allow for these cases, with the selection of the next available case in an ordered listof 
sampled cases to replace losses. 
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17.28 The jobseekers benefit survey report notes that 204 (20%) of the selected cases were 
excluded from the review. Some of these were cases where payments had been 
suspended atthe date of sample selection. When selected, the local offices closed the 
claims without review and the claim closures were notattributedto the survey process. 
On that basis theywere excluded from the survey results. Given this level of exclusion, 
there may be scope to useoversampling. 

17.29 Regarding thedisabilityallowance survey, whilstoverall the sample size was sufficient, 
39 cases were excluded from the review. They were excluded for a variety of reasons 
including inabilityto locate files or because the case was already under review. 
Excluding cases already under review may result in understatement of fraud and error 
rates in the sample. 

17.30 The Accounting Officer stated that the 39 cases were excluded from the survey before 
the files were sentto inspectors forreview and that the Departmentstill had in excess of 
1 ,000 cases forreview. The Department's approach is to include cases in certain 
categories such as cases already under review, unless their status is identified priorto 
the case being sentfor review. In the Department's opinion, this is a legitimate 
approach. 

Review Process 

1 7.31 Social welfare inspectors were required to carry out reviews of the sample claims and 
complete a standard inspection report specific to the particularscheme under 
investigation. The instructions to staffvaried between schemes but in general 
inspectors were required to review claims for proof of identity, residencyand any other 
change of circumstances which may affect eligibility. All cases forreview and their 
outcomes were recorded on a computer system, with each survey and sample claim 
having a unique identification number. 

17.32 Deciding officers based their decision in each case on the outcome of the inspector's 
review. The decision was recorded on a form for each case, except in the child benefit 
survey where the decisions were recorded electronically. 

17.33 In the case of the disabilityallowance survey, a Departmental medical assessor 
reviewed compliance with the medical qualifying conditions based on supporting 
evidence provided by the claimant. 

17.34 All cases in schemes where medical assessment is a factor are reviewed by both social 
welfare inspectors and medical assessors. There maybe scope to use two-phase 
sampling to stream line this. This would involve a review of all sample cases bya social 
welfare inspectorand a medical review of only a sample of those cases. Ratio or 
regression analysis techniques could then be used to estimate the level of fraud and 
error. 

Timeliness of Review 

17.35 The cases selected should be reviewed as soon as possible after extraction to avoid 
post-sampling events affecting the outcome. In the surveys examined, some such 
events were taken into account in 'de-selecting' cases forreview. 

17.36 The surveys took between eight months (jobseekers benefit) and 22 months (disability 
allowance)to complete. 
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17.37 In the caseof the disabilityallowance scheme, there was a gap of six weeks between 
the date of sample selection and staff being advised ofthe survey. The Departmenthas 
pointed out that this delayis not considered to be a significantissue because this is a 
long term scheme with minimum'churn'. 

17.38 A replacementsamplewasselected inthe caseof the jobseekers benefitsurveydueto 
delays in starting the data collection process. Because of these delays itwas 
appropriate to select a new sample. However, commencement of reviews promptly 
after sample selection would negate the need for new samples and lead to a more 
efficient process. 

17.39 As previously recommended, the use of continuous reviews for some schemes could 
help to achieve moretimelycompletion of reviews. 

Review Evidence 

17.40 A standard social welfare inspector report provides a clear record ofthe extent and 
resultof the review carried out. It helps ensure thatthere is clear evidence that all key 
criteria have been addressed. Standard reports could also be used to outline the 
reasons forexcluding a selected case from review as well as details of all unsuccessful 
attempts to contact a claimant. 

17.41 Standard reports were not used in about one third of cases reviewed as part of this 
examination. The Accounting Officer stated that the Department considers there is a 
clearrecord ofthe extent and resultof the review carried out inall cases. She stated 
that in m any of the cases , the standard report was not com pleted because the social 
welfare inspectordid notinterview the customer. 

17.42 Case files should contain evidence that all the checks required to review a case were 
carried out. In general, fraud and error documentation is notfiled separatelyin claimant 
files. This makes verification ofthe basis forthe review decision difficult. While there 
was evidence in mostcases of at leastsome ofthe checks carried out, for 24 of the 50 
cases reviewed, gaps in the documentation of evidence were noted. The Department 
has exam ined these cases and has stated that it is satisfied with the evidence 
supporting each review. 

17.43 In a small percentage of cases, a review by a social welfare inspector was not carried 
out. The Department has stated thatthese cases were desk reviewed and it is satisfied 
that they were appropriatelyreviewed and classified. 

Classification of Results 

17.44 For three ofthe four schemes, a fraud and error database with the outcome of each 
case was completed bythe central supportunitorthe scheme headquarters. These 
databases classified cases as resulting in 'no change', 'fraud', 'customer error' or 
'departmenterror'. The database also recorded whethereach fraud and errorcase 
resulted in a termination, a reduction, an increase oran overpayment relating to earlier 
periods. 

17.45 For a small number of cases examined, itappeared thatthe case had been incorrectly 
classified. These included cases which were treated as 'no change' but where there 
were clear indications thatpaymenthad been reduced or terminated. 
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17.46 The Department's policy is to classify cases where payment is terminated or reduced as 
'no change' unless the termination or reduction can bespecificallylinked to the survey 
process. The Departmentshould considerthe impact of this approach on the 
classification of results. 

17.47 The Accounting Officer pointed out that this practice reflects the legitimate movement 
that happens overthe lifetime of a social welfare claim. Payments on schemes are not 
staticand a customer's entitlement can terminate, reduce or increase for many 
legitimate reasons. The Department, however, does notconsiderthis movement to be 
fraud, customererrorordepartmental error. 

Fraud and Error Calculations 

MAS Where a case review indicates that there is a payment in excess of entitlement, the 
amount of the excess paymentis calculated and recorded on the database as a 
termination ora reduction in claim. The excess payment calculated is adjusted in 
situations where theclaimantsuccessfullyappeals the determination oris found to be 
entitled to another social welfare payment either in their own right or as an adult 
dependant. 

17.49 While in general, the calculations were in order, the examination noted a small number 
of cases where the calculations had not been carried out correctly. 

Reporting Survey Results 

17.50 For each survey, the Departmentpublishesthe overall rate of fraud and error, the rate 
of re-instated or new benefits to which claimants became entitled either in theirown 
right or as adultdependants and the resultantnetloss rate. Theseare reported both by 
value and numberof claims. 

17.51 There is a level of uncertainty with all estimation techniques. The reports provide a 
pointestimateonlyof the level of fraud and error in each scheme. No measure of 
uncertainty is reported for the level of fraud and error cases either by value or numberof 
claims. 

17.52 There are no monetaryvalues given in the reports for the weekly payments to the 
sample population orthe amountof fraud and error discovered. The results are 
reported only in percentage terms. The total scheme expenditure is not reported and an 
extrapolation of the estimated cost of fraud and error in the scheme as a whole is not 
presented. 

Quality Control 



1 The Decisions Advisory 
Office of the Department 
has responsibility for 
ensuring that decisions 
made on social welfare 
claims are consistent and 
of good quality. 



17.53 Quality control at all stages of the fraud and error survey process is important in 
ensuring the results are sound and can be relied on. The findings ofthe examination 
indicate that there is scope for the Departmentto strengthen existing controls. Clearer 
procedures and instructions to staffwould also help to ensure quality. In addition, an 
independent quality review of a sample of cases to ensure consistency in decision 
making would be useful. 

17.54 An independent review of the decision process was included in the procedures for the 
disabilityallowance survey. Those procedures provided fora sample ofthe 'change in 
rate' cases to be reviewed by the Decisions Advisory Office. 1 No cases were reviewed 
however. 
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17.55 The Accounting Officer stated that the planned review by the Decisions Advisory Office 
was subsequently not considered necessaryas cases had been decided bya central 
experienced unitand at the time the Decisions Advisory Office lacked staff experienced 
in disabilityallowance decisions. 

Scheme Control Policy 

17.56 The scheme control policy, which is in place for each scheme, should be updated to 
reflect the fraud and error survey findings. Control policies and procedures were 
updated for the disabilityallowance and jobseekers benefitschemes following the 
surveys. No changes were considered necessarytothe othertwo schemes. 

17.57 It was noted that in the disabilityallowance survey, deciding officers were required to 
capture whetherthe claim had previously been reviewed and if so, the date of the last 
review. There would be meritin examining the lastreview date of all surveyed cases in 
orderto establish whetherthere is any link between review dates and high risk cases as 
revealed by the fraud and error review. 

Conclusions and Recommendations 

17.58 The Department's fraud and error surveys provide valuable information aboutthe level 
of payments in excess of entitlements and the risks associated with particular schemes. 
While, ingeneral.the surveys are conducted in accordance with the Department's 
procedures, the examination identified a number of areas where improvements can be 
made both to improve the efficiency of the survey process and increase the reliabilityof 
the results. 

17.59 The Department's main objective in carrying out surveys is to identify categories of 
cases thatpresentthehighestrisk. The scheme control policies for the schemes 
surveyed were amended where necessaryas a resultof the surveys completed. 

17.60 Fraud and error surveys provide an opportunity for the Departmentto estimate reliably 
the underlying level of welfare payments in excess of entitlement. This would provide a 
basis forassessing the effectiveness ofthe Department in detecting excess payments 
and in tracking its effectiveness overtime in deterring such payments. A key factor in 
this is ensuring the representativeness ofthe samples thatare drawn from the scheme 
population. 

Recommendation 17.1: The Departmentshould ensure thatsurveys are 
designed in such a way as to enable the results to be extrapolated to the scheme 
population. 

Accounting Officer's Response: Part agreed. The Accounting Officer stated 
that it is herconsidered viewthatthe extrapolation of survey results to scheme 
expenditure as a whole is not appropriate and is notthe purpose for which 
surveys are conducted. Surveys area point in time measure. She stated that the 
outcomes of surveys are analysed to identify the high riskclaims and to profile 
high risk customers sothatan appropriate control response is developed. The 
Departmenttakes the necessaryand appropriate steps to address and eliminate 
the risks identified as quicklyas possible. The Departmentwill, however, examine 
this issue in its consideration ofthe possibilityof having a continuous surveyin 
operation for some schemes. 
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17.61 The fraud and error reports documentthe results in terms of a percentage of gross 
expenditure. The results are presented as a pointestimateand are notreported in 
monetary value terms. 

Recommendation 17.2: The Departmentshould reportthe monetaryamounls of 
fraud and error identified as well as the percentages. 

Accounting Officer's Response: Agreed. The monetary value of fraud and 
error identified will be published in future surveys. 

17.62 Review of 1 ,000 cases in each survey is a resource intensive exercise. The results of 
previous surveys and consideration ofthe acceptable margin of errorfor each scheme 
may enable sample sizes to be reduced. Stratified sampling is also a potential means 
of reducing sample size. Two-phase' sampling could streamline the review process for 
schemes involving medical assessment. Oversampling can be used to deal with cases 
that have to be omitted due to post-survey events. 

Recommendation 17.3: The Departmentshould 

■ Carry outa review ofthe sample size foreach scheme using data from past 
surveys and sampling theoryto determine the optimum sample size. This 
should be updated aftereach survey. 

■ Considerthe scope forusing stratified sampling in all schemes. 

■ Considerthe use of 'two-phase' or 'double' sampling for assessing medical 
cases. 

■ Review its policy for excluding certain categories of cases after selection and 
explore the use of oversampling to accountfor situations where cases have 
to be omitted after selection. 

Accounting Officer's Response: Part Agreed. The Accounting Officer notes the 
points raised in relation to sampling. However, she stated that a sufficientsample 
of cases from each category of claimant was essential if the survey results were 
to be used to direct control policies forschemes. The Departmentwill consider 
the useof stratification forfuture surveys. 'Two phase'sampling will be 
considered in the context ofthe planned survey of the invalidity pension scheme. 
Consideration will also be given to the useof oversampling to accountfor cases 
that have to be omitted after selection. 

17.63 There is a longtime lag between sample selection and reporting of results — the 
surveys took between eightand 22 months to complete. 

Recommendation 17.4: Reviews should be carried outpromptly after sample 
selection and clear cut-off dates should be established. The possibilityof having 
a continuous surveyin operation should be considered forsome schemes 
whereby, a certain numberof cases would be reviewed each month or 
periodicallyoverthe year. 
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Accounting Officer's Response: Part agreed. The Accounting Officer pointed 
out that where medical assessment is involved, it is extremely difficult to prevent 
a protracted survey duration in orderto allow for initial assessments, reviews of 
evidence submitted, examinations and appeals. 

The Department has been examining the possibilityof using continuous reviews. 
Issues that need to be considered include the resources involved and the fact that 
such reviews may not always be appropriate, for exam pie, where a high 
expenditure scheme has a low level of fraud and error. 

The Departmentwillexaminetheuseof a cut-off-date. However, operating a 
strict cut-off-date maydistortthe survey results as itmayleadto difficult cases 
being excluded. 

17.64 Full testing of the sample cases forall eligibilityconditions is keyin ensuring the 
reliabilityof the survey results. In some cases examined, itwas difficult to identify 
evidence that all checks had been carried out. Standard forms to record reviews assist 
in providing a clearaudittrail to demonstrate that a full assessment of each case was 
carried out. 

17.65 The results of each survey as recorded on the survey database provide the basis for the 
reported results. Theaudit found a small numberof instances where the value of fraud 
or error identified appeared to have been incorrectly calculated. Currently, the 
Department onlyclassifies cases as a fraud or error if a termination or reduction in 
paymentarises directlyfrom the survey. The survey process does not include an 
independent review of a sample of cases. 

Recommendation 17.5: The Departmentshould consider 

■ the useof standard documentation forall cases to demonstrate that all 
eligibility checks were carried out or the reason why a case could not be 
reviewed 

■ the filing of fraud and error documentation and other evidence to supportthe 
review in a separate section in claimant files 

■ its policy for classifying cases 

■ strengthening existing qualitycontrols in the survey process including 
introduction of an independent review of a sample of cases. 

Accounting Officer's Response: Part agreed. The Departmentwill examine and 
implement, where appropriate, the process improvements suggested. 
Notwithstanding the fact that standard documentation was not used in all cases, 
the Accounting Officer is satisfied thatsufficientdocumentation is held as 
evidence in all cases. She does not considerthatfiling survey documentation 
separatelyis practical or necessary. 

The Accounting Officer stated that she accepted the need for a strengthening of 
existing qualitycontrols. She pointed out that surveys are conducted by scheme 
owners and there is oversight by the Department's control division and its 
statistician. All decisions on cases were taken by experienced officers ensuring 
consistencyand qualityin the decision process. 
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18.1 The Departmentof Social Protection (the Department) makes income support payments 
to about 1 .5 million people each week. Its overall budgetfor 2013 is a p proximate ly €20 
billion. 

18.2 An overpayment of income supportarises where a claim ant received a paymentto 
which they were not entitled or the level of paymentthey have received exceeds their 
entitlement. 

18.3 Overpayments mayoccur due to fraud or error. They maycometo lightwherea 
claimant provides new information voluntarilyor as a result of control activity by the 
Department. When an overpayment is identified, the paymentis terminated or reduced 
to the correct level. A legally enforceable debtmay be recorded and the Department 
will seekto recover that debt. The Department's Fraud Initiative 201 1 -2013 recognised 
that effective debt recovery is essential in deterring fraudulentactivity. 

18.4 This report examines overpayment trends in recentyears and the progress bythe 
Departmentin implementing recommendations from previous examinations of its 
managementof overpayments. The legal action taken in cases of fraud or to recover 
overpayments is also reviewed. 

Overpayment Debt 

18.5 The total overpayment debtoutstanding atthe end of 2012 was €375 million — an 
increase of 9% or €32 million overthe 201 1 debt. Overall, the amountoutstanding has 
increased by62% since 2007 (Figure 18.1). The debt outstanding is a factor of the 
level of overpayments identified as well as the extent to which they are recovered and 
written off or cancelled. 1 



Figure 18.1 Overpayment debt, 2007 to 2012 
€m 



400 T 




2007 2008 2009 2010 2011 2012 



Source: Annex A 

1 Details of overpayments 
recorded, written off or 
cancelled, and the debt 
outstanding for the period 
2007 to 2012 are set out in 
Annex A. 
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Overpayments Recorded 

18.6 The value of overpayments recorded increased by5% in 2012to €97 million. Since 
2007, the level of overpayments recorded annually has increased by92%. Over the 
same period, expenditure on welfare schemes increased by25%. Overpayments 
arising from Vote funded schemes, which are mainlyinthe nature of social assistance, 
represented 76% of all overpayments in 2012 (see Figure 18.2). 

Figure 18.2 Overpayments recorded by scheme type, 2007 to 2012 




□ Social 
assistance 



■ Social 
insurance 
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Source: 



Annex A 



18.7 Figure 18.3 shows the average value of overpayments recorded each year from 2007 to 
2012. In 2009, the average increased to€1 ,570 and remained ataround that level in 
2010. By 201 2 the average had fallen to around €1 ,420. 

Figure 18.3 Average value of overpayments, 2007 to 201 2 
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2007 2008 2009 2010 2011 2012 



Source: Annex A 



Overpayment of Fuel Allowance 



1 See Chapter 23 
(paragraphs 23.32 to 
23.35) of the 2011 Annual 
Report. 



18.8 Due to their distorting effect on the trend, some 60,000 overpayments totalling €1 .2 
million thatarose from the payment in errorof an additional week's fuel allowance in 
2012 have been excluded from the calculation of the 2012 average. 1 Justover €1 
million of the fuel allowance overpayment was recovered from some 52,000 cases by 
deferring by one weekthe start of the 201 2/201 3 fuel allowance payment. This was not 
possible in cases where those overpaid were no longer entitled to the allowance. A 
further 1 ,300 cases have since repaid or are currently repaying the debt. The 
Departmenthas indicated thatall remaining debts will continue to be pursued. 
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Reasons for Overpayments 

18.9 The Departmentdistinguishes between overpayments it attributes to fraud (or 

suspected fraud), clienterror, departmental errorand those relating to estate cases. 1 
The movementinthe value of overpayments for each categoryover the period 2007 to 
2012 is shown in Figure 18.4. 



Figure 18.4 Value of overpayments, by reason, 2007 to 201 2 




2007 2008 2009 2010 2011 2012 

Source: Annex A 

Recovery of Overpayments 

18.10 The Department recovers overpayments in two ways 

■ withholding some or all of welfare entitlements 

■ direct payments (lump sum or instalment) by claimants ortheirestates 

18.11 The total amount recovered has more than doubled from €24 million in 2007to€54 
million in 201 2 (see Figure 18.5). The amount recovered in 2012 comprises 

■ €28.3 million (53%) recovered by withholding payments due 

■ direct payments from the estates of deceased claimants amounting to €12.5 million 
(23%) 

■ the balance of €13.4 million was recovered by direct payments. 



1 Overpay ments in estate 
cases are identified where 
mandatory returns to the 
Department from the 
estates of deceased 
claimants indicate that an 
overpayment has been 
made. 
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Figure 18.5 Overpayments recovered, by method of recovery, 2007 to 2012 




2007 2008 2009 2010 2011 2012 



Source: Annex A 
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18.12 One measure of the effectiveness of debt recovery is the amount recovered each year 
relative to the total amountof recoverable debt. The recoveries in 201 2 of €54 million 
represented 1 3% of the total recoverable debt (see Figure 1 8.6). 



18.13 A potentially better measure of the effectiveness of debt recovery is the proportion of 

debt for specific periods which has been recovered. However, the Department's system 
cannot produce a report setting out for each year, the overpayments recorded, written 
off, cancelled and recovered and the resultantdebt still outstanding. 



Figure 18.6 Amount recovered as a proportion of recoverable debt, 
2007 to 2012 
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Source: Annex A 
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18.14 The Departmenthas provided details ofthe currentamountof debt outstanding in 

relation to overpayments raised each year between 2007 and 201 2 (see Figure 1 8.7). 
The extent to which the debt reductions foreach year has been due to recovery, 
cancellation orwrite off is not known. 



Figure 18.7 Aged analysis of overpayment debt, 2007 to 2012 



Overpayments % outstanding 

recorded 

€m June 2012 

2007 50.5 39 

2008 55.6 ^^42 

2009 66.8 47 

2010 83.4 51 

2011 92.4 59 

2012 96.9 — 
Source: Department of Social Protection 

18.15 Some 59% of debt recorded in 2012 was still outstanding at July2013. The analysis 
indicates that justover 40% of debt remains outstanding after four years. 

Recovery Procedures 

18.16 Initially, the relevant scheme office or local office, as appropriate, will endeavour to put 
in place a recovery plan with the individual that has been overpaid. The Department's 
Central Overpayments and Debt Management Unit (COD MU) may become involved 
where local efforts fail. The Department's guidelines indicate that overpayment cases 
should be referred to CODMU if the overpayment is greaterthan €1 ,000, there has been 
recent unsuccessful recovery efforts undertaken by the scheme office or local office, the 
individual is no longer receiving welfare payments and their whereabouts are known. In 
2012,369 cases with a value of €3.3 million were referred to the CODMU (244 cases in 
201 1 ). To July 201 3, repayments totalling €1 07,000 have been made in respect of 1 29 
of these cases. The Departmenthas pointed outthat mostof these cases repaythe 
debt over a numberof years. 




_%of debt 
outstanding 
after 4 years 



18.17 Samples of overpayments were reviewed during the courseofthe 2012 audits ofthe 
Social Protection Vote and the Social Insurance Fund. Overall, a sample of 184 
overpayment cases was exam ined across seven welfare schemes. The results ofthe 
examination of those cases are summarised in Figure 18.8. 



Figure 18.8 Results of examination of sample of overpayments 



Status of case at time of audit 

Fully recovered 
Appeal or review 
Cancelled or w ritten off 
Recovery plan in place 
No recovery plan in place 
Total 



Numberof cases % of sample 

47 25% 

12 7% 

20 11% 

62 34% 

43 23% 



184 



100% 



Source: Analysis by the Office of the Comptroller and Auditor General 
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18.18 Of the 43 cases thatdid not have a plan in place to recover the overpayment at the time 
of audit review, 13 met the criteria for referral to CODMU and seven of these had been 
referred. 

Cancellation and Write Off of Overpayments 

1 8.1 9 A recorded overpayment debt may be cancelled where it is established that no 
overpayment actually occurred or an overpayment was recorded in error. 
Overpayments can be written off where it is deemed thatthere is no realistic prospect of 
repayment. Since February 201 3, Departmental guidelines have been revised to 
provide forthe approval and management review of writeoffs and cancellations. 

Management of Overpayments 

18.20 The Department's Debt Management System , introduced in 2006, has a numberof 
inadequacies. It is not capable of performing analysis or producing management 
information with an appropriate level of detail, or of recording the recovery actions taken 
and outstanding atan individual case level. The Departmenthas decided to develop a 
new debt managementsystem. 

Legislative changes 

18.21 The Social Welfare Act 2012 provided for an increased recovery a mount from those 
who continue to receive a welfare payment. Previously, a deduction from an on-going 
entitlementto recover an overpayment could not reduce the payment below the 
SupplementaryWelfare Allowance rate appropriate to the claimant. This meantthatin 
most cases the amount recoverable was €2 per week and a higher deduction could only 
be made with the claimant's written agreement. The new provisions allow for a recovery 
rate of up to 15% of the claimant's on-going entitlement. Theclaimantmustbe informed 
of the Department's intention to recover the debtin this way and given the opportunity to 
provide any information they deem relevant in relation to the proposed recovery. 

18.22 The Social Welfare and Pensions (Miscellaneous Provisions) Act 201 3 provides for the 
use of attachment orders to recover overpayments in certain circumstances. The 
possibilityof recovering overpayments by withholding tax rebates is being considered as 
well as the application of attachmentorders to otherState payments. 

Legal Enforcement 

18.23 Legal action by the Department mayentail criminal prosecutions in relation to significant 
cases ofwelfare abuse and/orcivil proceedings to facilitate the recovery of welfare 
overpayments or the collection of PRSI arrears. 1 

Criminal Prosecution Cases 

18.24 The Departmentseeks to ensure that prosecutions are taken in the more serious cases 
where there is strong evidence of fraud. In considering cases forlegal proceedings, the 
Departmentuses criteria such as the duration and amount ofthe fraud and the previous 
history of the case. Weightings are then applied to each of the criteria to assess cases 
suitable for prosecution. 

1 Debts to the Department 
may arise where 
employers evade payment 
of PRSI contributions due. 
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1 8.25 The number of overpayments on social welfare schemes in 201 2 attributed to fraud was 
20,720. Justover 1 ,000 of these fraud overpayments had values above €6,500. In 
2012,274 cases (26%) were considered bythe Department's Central Prosecution Unit 
for criminal proceedings. 

18.26 The numberof cases sentforward for criminal proceedings in 2012 was 242 (381 in 
201 1 ). A total of 158 cases were referred to the Chief State Solicitor and local State 
solicitors, and 84 were referred to An Garda Siochana under the Criminal Justice (Theft 
and Fraud Offences) Act 2001. 

Outcome of Prosecution Cases 

18.27 In 201 2, 146 criminal prosecution cases were finalised (209 in 2011). Fines , ranging in 
value from €100 to €6,000, were imposed in 89 cases. A prison sentence or suspended 
sentence was the outcome in around 1 0% of the cases finalised . 

18.28 In addition to proceedings against welfare recipients, four employer-related cases were 
finalised (nine in 201 1 ). Fines were imposed in three of these cases averaging €1 ,000 
each. The final case was struckout because the companyhad gone into liquidation. 

18.29 At the end of 2012, 675 cases were on hand with State solicitors and were at various 
stages of the prosecution process. 

Civil Debt Enforcement Proceedings 

18.30 In civil cases, the person's abilityto repay the debt is examined. Proceedings are not 
taken in circumstanceswherethedebtis being repaid or the client is not in a position to 
repayordoes not have any assets. Civil proceedings in such cases would be futile and 
would resultin significant costs to the Department. 

18.31 The Department pursues civil proceedings to recover debts only where there is a 
reasonable expectation thatthe debtor has sufficient means to disch arge the debt. The 
Departmenthas made limited use of civil proceedingsto recover amounts. 

1 8.32 Between 2008 and 201 2, the Departmentfinalised a total of 1 53 civil proceedings. 
Positive outcomes were achieved in 72 cases which included 

■ lumpsum settlements agreed in sixcases resulting in the recovery of debts 
amounting to €236,000 

■ the agreementof instalmentarrangements in 62 cases 

■ judgements in favour of the Departmentin four court cases. 1 

18.33 The remaining 81 cases were terminated dueto changes in the circumstances of the 
debtor (57 cases) or because the case had become statute barred. At the end of 2012, 
the Department had 25 civil cases that had yet to be finalised. The equi valentfigure at 
the end of 2011 was 48. 



1 These included decrees 
awarded (1 case), 
instalment orders granted 
(2 cases) and a judgement 
mortgage (1 case). 
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Views of the Accounting Officer 

18.34 The Accounting Officer is of the view that because of the limits placed on the recovery 
of debt from those in receipt of welfare payments, the time taken to recover debtand the 
monetaryvalue of recoveries does not reflect the Department's overall performance in 
this area. She considers thatsignificantincreases in the amounts of debt recorded and 
recovered reflect the increased efforts by the Departmentto address overpayments and 
improve debt management. 

18.35 The introduction of legislative provisions to increase the recovery amountand to provide 
for the use of attachment orders will enhance the Department's abilityto pursue those 
who are not making adequate efforts to repay. The provision to increase the recovery 
amount has only been available since January 201 3, and so it is not possible yetto 
provide definitive figures on its impact. However, there has been an increase in the 
numberof debtors with a highervalue deduction in the first six months of 201 3 when 
compared to 2012. The Department considers thatthe higher recovery rate will have a 
deterrent effect. 

18.36 A debt does not become statute barred and can be recovered from all future 
entitlements, as well as the claimant's estate. The Departmentcontinues to recover debt 
irrespective of the age of that debt. In 201 2, for exam pie, €345,000 was collected in 
respect of debts aged 20 years and older. 

Conclusions 

18.37 Overpayment debt outstanding atthe end of 2012 was €375 million — an increaseof 
62% since 2007. In the same period, overpayments recorded each year have 
increased by more than 90%. This compares to a welfare expenditure increase of 25%. 

18.38 In 2012, overpayments recorded totalled €97 million. This represents 7% of overall 
annual departmental expenditure. 

18.39 Over 40% of recorded overpayments are attributed to fraud. A further 37% arise from 
clienterror. The high proportion of fraud cases underlines the importance of ensuring 
that there is effective recovery of debts arising from overpayments. Increasing the 
extent to which overpayments are recovered is likely to act as a disincentive to 
fraudulent behaviour by claimants. 

18.40 Recoveries of overpayments in 201 2 totalled justover €54 million — an increase of over 
120% since 2007. In 201 1 and 201 2, the amount of debt recovered as a proportion of 
total debt was around 13%. Aged analysis of debt indicates thataround 40% of 
recorded overpayments are recovered or written off in the first year. Incremental 
collection of debt continues over succeeding years butover one third of debt remains 
outstanding afterfive years. 

18.41 The Department's Overpayments Debt Management system, introduced in 2006, is not 
effective as a debt managementtool and is not capable of producing the information 
required to enable the Departmentto monitorthe effectiveness of its debt management 
processes. The Department has decided to develop a new replacement system . 
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18.42 The Accounting Officer has stated that she envisages thatthe new debt management 
system will supportdebtmanagementand accounting functions. The Department 
recognises the need for the system to provide management information to assist in 
evaluating the effectiveness of debt management. It is expected that the new system 
will be operational in the second halfof 2014. 
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Figure A1 Overpayments and debt, 2007 to 2012 





2007 


2008 


2009 


2010 


2011 


2012 




€m 


€m 


€m 


€m 


€m 


€m 


Outstanding debts at 1 January 


149.5 


232.1 


256.6 


276.6 


314.8 


343.4 


Prior year adjustments 


61. 6 a 


1.8 


(1.0) 








Overpayment recorded 


50.5 


55.6 


66.8 


83.4 


92.4 


96.9 


Debts cancelled 


(1.4) 


(1.1) 


(1.3) 


(2.2) 


(6.7) 


(4.6) 


Debts w ritten off 


(4.3) 


(4.9) 


(11.6) 


(8.5) 


(5.6) 


(6.2) 


Total recoverable debts 


255.9 


283.5 


309.5 


349.3 


394.9 


429.5 


Debts recovered 13 


(23.8) 


(26.9) 


(32.9) 


(34.5) 


(51.5) 


(54.2) 


Outstanding debts at 31 Decern ber 


232.1 


256.6 


276.6 


314.8 


343.4 


375.3 



Source: Department of Social Protection 

Notes: a After the introduction of theODM system in November 2006, adjustments were required for 
debts that had previously been written off for accounting purposes (€44 million) and 
overpayments not previously recorded centrally (€17 million). 

b Includes cash received and welfare entitlements withheld. 



Figure A2 Overpayments recovered 2007 to 2012, by method of recovery 



Recovery method 


2007 


2008 


2009 


2010 


2011 


2012 




€m 


€m 


€m 


€m 


€m 


€m 


Welfare payments w ithheld 


11.2 


11.3 


16.9 


19.7 


24.2 


28.3 


Cash from estate cases 


4.8 


7.1 


8.7 


7.2 


14.1 


12.5 


Other cash receipts 


7.8 


8.5 


7.3 


7.6 


13.2 


13.4 


Total recovered 


23.8 


26.9 


32.9 


34.5 


51.5 


54.2 



Source: Department of Social Protection 
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Figure A3 Number and value of overpayments, 2007 to 2012 





2007 


2008 


2009 


2010 


2011 


201 2 a 


Value of overpayments recorded 


€m 


€m 


€m 


€m 


€m 


€m 


Social insurance 


17.7 


18.5 


20.3 


27.7 


26.0 


22.9 


Social assistance 


oo o 


of A 


AC C 

4b. o 


55.7 


CC A 

bb.4 




Total 


50.5 


55.6 


66.8 


83.4 


92.4 


95.8 


Nu m be r of ove rpayment cases 














Social insurance 


26,250 


29,490 


24,630 


26,300 


23,750 


22,630 


Social assistance 


20,150 


19,610 


17,880 


26,300 


39,560 


45,030 


Total 


46,400 


49,100 


42,510 


52,600 


63,310 


67,660 


Ave rage value of ove rpayments 


€1,088 


€1,131 


€1,571 


€1,585 


€1,459 


€1,416 



Source: Department of Social Protection 

Note: a Excludes overpayments of €1 .2 million to some 60,000 cases arising from the payment in error 
in 2012 of an additional week's fuel allowance. 



Figure A4 Overpayments 2007 to 201 2, by reason 



Reason for overpayment 


2007 


2008 


2009 


2010 


2011 


2012 






€m 


€m 


€m 


€m 


€m 


€m 


% 


Client error 


19.7 


24.1 


31.5 


42.4 


40.5 


35.8 


37 


Fraud or suspected fraud 


21.4 


21.1 


20.7 


25.9 


34.9 


40.9 


42 


Estate cases 


6.7 


7.3 


10.6 


9.9 


11.5 


12.6 


13 


Departmental error 


2.7 


3.1 


4.0 


5.2 


5.5 


7.7 


8 


Total 


50.5 


55.6 


66.8 


83.4 


92.4 


97.0 


100 



Source: Department of Social Protection 



Figure A5 Recovery rate, 2007 to 2012 





2007 


2008 


2009 


2010 


2011 


2012 




€m 


€m 


€m 


€m 


€m 


€m 


Recoverable debt 


255.9 


283.5 


309.5 


349.3 


394.9 


429.5 


Recovered in year 


23.8 


26.9 


32.9 


34.5 


51.5 


54.2 


Recovery rate 


9% 


9% 


11% 


10% 


13% 


13% 



Source: Department of Social Protection 
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19.1 Domiciliary care allowance is payable to carers in respect of children under 16 who 
have a severe disabilityand who require constantcare and attention substantiallyin 
excess of that required by another child of the same age. Responsibilityfor 
administration ofthe domiciliary care scheme transferred to the Department of Social 
Protection (the Department) from the Health Service Executive (HSE) in 2009. 

19.2 Total expenditure on the scheme was €102 million in 201 2. Eligibilityfor the allowance 
results inautomaticentitlementtothe respite caregrant, resulting in associated 
expenditure of a further €45 million. In some cases, there mayalso beentitlementto 
carer and other supports. 

19.3 Administration ofthe scheme was examined as partof the auditof the Social Protection 
Vote. The audit reviewed the controls in place for the scheme and examined information 
on departmental systems. Asample of cases was also examined. 

Scheme Structure 

19.4 To qualify for the full domiciliarycare allowance, the claimant must provide care for the 
child and be habituallyresidentin the State. In addition, the child must 

■ have a severe disabilitythat is likely to last for at leastone year 

■ be underthe age of 16 and beordinarilyresidentinthe State 

■ live at home with the claimantforfive or more days a week 

■ fulfil the medical criteria, which are not based on the type of impairmentordisease, 
but on the extra care and attention needed as a resultof lack of function ofthe 
body or mind. 

19.5 The rate of payment is €309.50 permonth and the scheme is not means tested. There 
is no restriction on the numberof children in respectof whom the allowance maybe 
claimed. Children who are being cared for on a full time basis in residential homes or 
other institutions are not eligible for the allowance. However, children in residential care 
who spend two or more days per week at home may receive a half rate payment. 

19.6 There is a legal obligation on those in receipt of the allowance to inform the Department 
of any change in relevant circumstances. 

Claimant Profile 

19.7 The number of children in respectof whom the allowance was paid in 201 2 was 26,500 
in 24,700 families (see Figure 19.1). 93% of claimants were receiving paymentin 
respectof one child. A further 6% were receiving payments in respectof two children. 
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Figure 19.1 Number of families and child beneficiaries, 2009 to 
2012 



Year 


Families 


Children 


2009 


22,945 


24,786 


2010 


23,428 


25,234 


2011 


24,101 


25,914 


2012 


24,699 


26,516 



Source: Department of Social Protection 



19.8 Based on 201 1 census data, it is estimated thatthe allowance is being paid in respect 
of around 2.4% of children nationally. The percentage exceeds 3% in four counties — 
Limerick, Carlow, Corkand Kerry (see Figure 19.2). 



Figure 19.2 Percentage of children per county in receipt of DCA in 2012 



Cavan 
Monaghan 
Longford 
Laois 
Roscommon 
Meath 
Donegal 
Louth 
Leitrim 
Mayo 
Kilkenny 
Kildare 
Westmeath 
Sligo 
Water ford 
Dublin 
Clare 
Wicklow 
Galway 
Wexford 
Offaly 
Tipperary 
Kerry 
Cork 
Carlow 
Limerick 



National average 
(2.4%) 



0.0% 



0.5% 



1.0% 



1.5% 



2.0% 



2.5% 



3.0% 



3.5% 



Source: 



Department of Social Protection and the Central Statistics Office, Census of Population 2011 
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Scheme Administration 

19.9 The Department began processing all new applications for the allowance from April 
2009. From September2009,the Department took over responsibilityfor the 25,000 
claims which were in payment with the HSE at that time. The scheme is administered 
centrally in line with the Department's administration of existing medical based 
schemes. 

19.10 An application form is completed bythe parent/guardian and by the child's general 
practitioner. The application togetherwith any additional medical reports or other 
supporting material is assessed by a departmental medical assessor. This assessment, 
togetherwith other relevant documentation is examined bya deciding officer, who 
determines entitlementto payment. The applicantis informed in writing of the decision. 

19.11 If a claim is refused on medical grounds, a claimantmaysupplyfurther medical orother 
evidence and requesta review of the decision. There is also provision for the applicant 
to appeal directly to the Social Welfare Appeals Office and requestan oral or summary 
hearing. 

Timeliness of Processing of Claims 

19.12 At April 201 3, the average time taken to process an application was 8 weeks (6 weeks 
in 2012). Where the claimantappeals a decision, ittakes on average 32 weeks to 
complete all stages of the appeal process. 1 

19.13 Over the three years to 201 2, the average number of applications received each year 
was 5,000. The first decision in over 60% of cases was to disallow the application. In a 
numberof these disallowed cases, provision of additional information results in the 
claim being allowed priorto a formal appeal. A high percentage of cases disallowed are 
appealed with, on average, 2,1 00 appeals received each year. 

19.14 In justover 60% of appeals decided in2012, the original decision was revised eitherby 
the Appeals Office, or as a resultof a revised decision made bya departmental deciding 
officer (see Figure 19.3). 

19.15 At the end of 2012, decisions had yet to be made in 1 ,1 13 appeal cases. In the majority 
of the cases (64%), the Appeals Office was awaiting information from the Department. 



1 Social Welfare Appeals 
Off ice Annual Report 
2012. 
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Figure 19.3 Outcome of appeals decided, 2012 



Status Number of 

cases 

Appeals allowed 

Fully 874 
Partially 29 
Revised decision 3 625 



1,528 62% 
Appeals disallowed 906 37% 

Appeals withdrawn 24 1% 



Total 2,458 100% 

Source: Annual Report of Social Welfare Appeals Office 2012 
Note: a Revised decisions made by deciding officers before the 
appeals were referred to an appeals officer. 



Take On Controls 



19.16 Entitlement is verified at application stage bymeans ofchecks of age, medical criteria, 
living arrangements and residency. Checks are also carried outto ensure the person 
claiming the allowance is resident in the State and providing the care. 

19.17 Fora sampleof25claimants whoapplied during 2012, the auditfound evidence that 
the required checks were completed in all cases. 



Review of Claims in Payment 

19.18 The review policy for claims putinto paymentby the Department involves reviewing the 
case on a date recommended bythe medical assessor. In some cases, the medical 
assessor recom mends thatthe case does not require review. A review process for 
cases transferred from the HSE has not been put in place. 

19.19 A claim review involves the completion of a report by the parent/guardian explaining the 
current care being provided as well as an up to date medical report from the child's 
general practitioner. A departmental medical assessor reviews the information returned 
and provides an opinion on the child's continued eligibility. That opinion and a review of 
the other qualifying conditions are considered by a deciding officerto establish if a 
revised decision is warranted. 



19.20 In June 2012, the Minister for Social Protection established a scheme reviewgroup 
comprising representatives from the Department, other relevant Departments, and 
parent/advocacy groups, as well as relevant experts. The terms of reference for the 
review included the policy objectives and legal provisions underpinning the scheme, and 
the administrative, medical assessmentand appeals processes. Reviews ofcases in 
payment were suspended pending the outcome of the scheme review. The group 
reported to the Minister in December 201 2 and the report was published in April 201 3 . 
The review group's recom mendations are setout in Annex A The recommendations 
were broughtto Government in April 2013 and it was agreed thatthe Department 
should implementthe administrative changes recommended, with the policy 
recommendations to be considered in the context of the Budget. 
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19.21 The results of the claim reviews conducted for 2010 to 2012 are setout in Figure 19.4. 
Justover half of the cases reviewed in 2010 and 201 1 were found to be no longer 
entitled to the allowance. Payments in these cases were ceased. Of the 143 reviews 
completed in 201 2 prior to the decision to suspend reviews, 40% were identified as no 
longerentitled to the allowance. These cases remained in payment. 



Figure 19.4 Results of reviews, 2010 to 2012 





2010 


2011 


201 2 a 


Continued entitlement 


80 


176 


86 


No longerentitled 


54 


224 


57 


Total number of reviews completed 


134 


400 


143 


Decision pending 15 




3 


363 



Source: Department of Social Protection 

Notes: a 1,444 scheduled reviews were not carried out in 2012 due to the 
decision to suspend all reviews. 

b Reviewcarried out but awaiting further additional information. 



Cases Transferred from the HSE 

19.22 In February 201 2, the Department reviewed a random sampleof91 cases transferred 
from the HSE. The purpose of this was to obtain information to assistthe Department in 
developing a review policy for transferred cases. Returns were issued to parents and 
based on review of the information returned 

■ 45 were found to have continued eligibility 

■ 41 (45%) were deemed to be ineligible 

■ 5 (5%) did not complete the returns and payment was ceased. 

19.23 However, further action on the 41 cases considered ineligible was postponed until a 
review process was put in place for all transferred cases. 

19.24 The Departmentdid not receive case files from the HSE for any of the transferred 
cases. A review as part of this examination of a sample often cases found thatthe 
Departmental records onlycontained basic case information. There was little 
information in relation to eligibility including medical condition and review dates. 

Level of Irregular Payment 

19.25 To date, the Departmenthas notundertaken a fraud and error survey of the scheme 
and there is no proposal in the medium term to undertake a survey. 
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Conclusions and Recommendations 

19.26 Responsibilityfor the domiciliary care scheme transferred from the HSE to the 
Departments 2009. About 70% of the 26,000 cases now in paymentwere originally 
processed bythe HSE. 

19.27 The transferof responsibilityfor a welfare scheme from one State body to another 
presents challenges, particularly in ensuring that sufficient evidence to support 
continuing paymentof individual claims is provided. The Departmentdid notreceive 
case files from the HSE and has little information in relation to medical eligibilityfor the 
cases transferred. 

Recommendation 19.1: The Departmentshould ensure thatit obtains 
appropriate evidence to support the continued paymentof cases originally 
processed bythe HSE. 

Accounting Officer's Response: Agreed. The cases transferred came with a 
certification from the HSE that they were all qualified forthe allowance as of 
August 2009. As there were significant variations in the quality and type of data, 
and as the HSE needed to retain paperfiles, only electronic data was transferred. 
As a result, only approximately50% of transferred cases have a medical 
condition recorded on the Department's systems. A similarnumberhavea 
recommended review date. The HSE needs the original case files as ithasa 
continuing responsibilityfor any query relating to claims processed and 
administered prior to April 2009. The review programme currently under 
development, will ensure that over time, the Departmentholds up to date 
evidence to confirm ongoing eligibility in all cases. 

19.28 Medical review of cases is a key control in ensuring on-going eligibilityof cases in 
paymentand equity of treatment of persons in similar circumstances. The importance 
of this control is evident from the fact that reviews of cases processed bythe 
Departmentsincethetransferfound that around 50% of cases reviewed were no longer 
eligible. Medical reviews of cases were suspended in May 201 2 following the 
announcement bythe Ministerof a review of the scheme. Cases reviewed in2012and 
found to be ineligible remained in payment. No programme of medical reviews for 
cases transferred from the HSE has been put in place since the Department took over 
responsibilityfor the scheme. Review by the Department of a random sample of 
transferred cases identified that up to 50% could be ineligible. These sample cases 
remained in payment. 

Recommendation 19.2: The Departmentshould ensure thata standard medical 
review process is put in place for all cases as soon as possible. 

Accounting Officer's Response: Agreed. The cases found ineligible in 2012 
remained in paymentas it was considered thatto continue to investigate their 
entitlementwhen a review of the scheme had been initiated bythe Ministerwould 
have been inappropriate and potentiallyunfair. The full review process was not 
completed forthe potentially ineligible cases identified in the review of a random 
sample of transferred cases, as itwas considered thatto do so would have been 
unfair in the absence of a comprehensive review programme for all transferred 
cases. 
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While the riskof overpayments to no longer qualified recipients has always been 
a concern, the developmentof a robustand sustainable review policywill 
ultimatelybe of benefitto all parties. A review programme will be in place as 
soon as feasible. 

A group has been established to oversee the implementation of the administrative 
changes recommended in the report of the review group. It is planned to have 
the system and administrative changes in place by the end of 2013 and to 
commence claim reviews immediatelythereafter. The Accounting Officer stated 
that despite the suspension of medical reviews, the Departmenthas continued to 
complete reviews of other aspects of eligibility. 
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Annex A Domiciliary Care Allowance Review — Report of Review 
Group, December 2012 

Summary of Recommendations 

In considering the desired policyand process change, along with areas forfuture workand 
research, the review group recommends that; 

1 . The terminologyin use to describe the level of care required to qualify for domiciliarycare 
allowance be retained. 

2. Definitions forthe words 'substantial' and 'severe' as setoutinthe medical guidelines form 
a good basis to assistparents/guardiansintheirunderstandingofthetype and level of 
additional care required to qualify. 

3. Definitions based on those used in the medical guidelinesshould be made available and 
included in all information documents and on the web. 

4. (a) The retention of a single paymentrate forthe DomiciliaryCare Allowance scheme. 

(b) Acknowledges thatthis implies the retention of a higherlevel of care as a requirement 
to qualify for the allowance and the implicationsofthis when defining the terminology 
used to describe the required care levels. 

5. (a) The use of the new application form, designed as part of the review process. 

(b) A review of information guidelines to ensure that parents/guardians are aware of the 
new application form and the benefit of providing succinct information on their child's 
care needs. 

6. (a) The supplementaryform to provide additional medical and care detail for children with 

pervasive developmental disorders is made available for completion bythe relevant 
medical experts. 

(b) This form should be completed and submitted with claims for DomiciliaryCare 
Allowance where the child has a pervasive developmental disorder. 

(c) The specificform should be made available through Citizens Information Centres and 
other information providers and should also be available on the web. 

(d) Where the form is not submitted, the parent/guardian will be afforded an opportunity to 
supplythis evidence prior to an unfavourable opinion being form ed. 

7. Additional information on opinions is provided by medical assessors (the newlydesigned 
form will assistwith this) and that any case which has been subject to a case conference 
and/orconsultation with other professionals should be noted accordingly. 

8. That further cross agencywork is undertaken, led bythe National Disability Authority to 
research the potential use of care assessment tools, to determine their usefulness in an 
Irish context. 

9. (a) That further research is undertaken in orderto establish the suitabilityof such tools 

in assisting the decision making process, in an Irish context. 

(b) Assuming a suitable tool is found, then a trial might be undertaken to determine the 
similarityof outcomes when using real cases. 

(c) The desirabilityof implementing a care assessmenttool will be informed bythe results 
obtained from testing the new medical forms. 

10. That minor changes are required to the medical guidelines and recom mends thatthese are 
made and that the revised guidelines are published promptly. 
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11. The lists which detail the conditions thatare more or less likelyto qualify, are removed from 
use and not referred to in any guidelines for use in the assessment process. 

12. That the Centre for Disease Control (CDC)ageofattainmentdata be used forattainment 
comparison purposes on children aged to 1 8. 

13. That as much information as possible is provided to parents/guardians along with, or as 
part of the decision on their claim, including in the case of pervasive developmental 
disorders the medical report completed bythe medical assessors. 

14. That the Department explore the feasibilityof putting in placea multi-disciplinarypanel, 
comprising professionals working in the area of children's disability that can be consulted 
by medical assessors tosupportthem in forming theiropinions. 

15. (a) A review policy is an appropriate and necessary part of the managementofthe 

scheme. 

(b) Most claims will have review dates setfor a three or five year interval but it is 
acknowledged that it may be appropriate to review some claims in a shorter/longer 
timeframe. 

(c) Some claims will continue to be classified as 'do not review' due to the severity of the 
child's condition and its expected duration. 

(d) The improvements implemented in relation to notice of review dates and advance 
notice of review should continue to operate. 

(e) Parents/guardians receive an additional communication from the deciding officerto 
give them an opportunity to provide additional information before the review decision is 
made (21 day notice) in cases where the deciding officer is considering terminating 
payment. 

16. (a) The full reason fora revised decision on appeal, positive or negative, should be 

provided to parents/guardians and deciding officers to allow for an understanding of 
how the revised decision was arrived at, as this information will inform the decision 
process. 

(b) The Social Welfare Appeals Office (SWAO) should be briefed on the changes being 
introduced to the scheme administration. 

(c) The most helpful way of providing the required information on decisions maybe in the 
form of a template document. 

17. A redesign ofcommunicationson the domiciliary care allowance scheme to ensure that 
parents/guardians have timelyaccess to information, clarityon the process and full 
information on all decisions made on their claims. 

(a) Cleardefinitions on the level of care required in order to qualify for domiciliary care 
allowance be included in all information on the scheme. 

(b) Decision letters should be reviewed to include as much information as possible on the 
decision reason. 

(c) Wording of communications should be reviewed with better use to be made of 
em pathetic language 

(d) Use should be made of the Department internetsite to make all relevant information 
available, including cleardefinitions on terminologyin use. 

18. The link between domiciliary care allowance and carer's allowance should be removed, 
with the required legislative change to be made to decouple the allowances. This will 
eliminate the automatic medical exemption for carer's allowance forfuture domiciliary care 
allowance applicants. 
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19. Legislation should provide that the withdrawal of domiciliary care allowance on review 
should notlead to the immediate withdrawal of carer's allowance, with a recommendation 
that the carer's allowance continues in paymentfora maximum defined period (possibly6 
months), subject to continuing to fulfil all other conditions. 

20. The paymentof domiciliary care allowance continueto age 18years andchangethe 
commencementage for disabilityallowance should be changed to 18 years, as this would 
be a positive developmentforchildren and their families alike. 

21 . (a) In the event of increasing the domiciliarycare allowance age to 18, it is also 

recommended that information on all available options should be communicated to the 
people concerned atage 17, giving them sufficient time to prepare for transition from 
domiciliarycare allowance. 

(b) Over time the range of training and activation measures available for people with 
disabilityshould be developed and targeted at this customer cohort. 

22. A process will be developed and put in place to monitor the implementation of the 
recommendations from the report, with 

(a) an im plementation plan to be developed following acceptance of the report by the 
Ministerand, 

(b) a group to be convened (with representatives from the main agencies and 
representative groups) some 3 months afterthe Minister approves the report, to 
receive an update on the implementation plan and progress made. 



20 Invalidity Pension 



20.1 Invalidity pension is payable to those who are incapable of work becauseof illness and 
who have sufficientsocial insurance contributions. In 2012, €603 million was paid to 
around 50,000 claimants. 

20.2 The scheme was examined as partof the 2012 auditof the Social Insurance Fund. The 
audit reviewed the controls in place and analysed information on the Department's 
system. A sample of cases was also examined. 

Scheme Structure 

20.3 To qualify for invalidity pension, an applicantmusthave been incapable ofwork for at 
least 1 2 months and be likely to be incapable ofwork for at leastanother 1 2 months , or 
be permanently incapable ofwork. The Department requires medical evidence of the 
person's incapacity. There is also a requirementto have at Ieast260 paid PRSI 
contributions with atleast48 contributions paid orcredited in the last complete tax year 
before the date of the claim. 

20.4 The personal rate is €193. 50. 1 In addition, the payment increases where there is an 
adultdependant. That increase is adjusted based on the dependant's means. 
Payments are also increased for child dependants. The average payment in 2012 was 
€12,070 (€232 per week). 

20.5 There is a legal obligation on recipients to inform the Department of any change in 
relevant circumstances. As the payment is a taxable source of income, there is also an 
obligation to inform the Revenue Commissioners as soon as payments commence. 

Expenditure Profile 

20.6 Expenditure on invalidity pension has decreased by 12% since 2008 (see Figure 20.1). 



Figure 20.1 Trends in invalidity pension expenditure, 2008 to 2012 




2008 2009 2010 2011 



2012 



1 For claimants aged 65, 
the personal rate 
increases to €230. 30 
which is in line with the 
State Pension (Transition) 
rate. 



Source: Department of Social Protection 2012 Annual Statistical Report 
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Claimant Profile 

20.7 The number of recipients has decreased by7% over the period 2008 to 2012 (see 
Figure 20.2). Analysis of the profile of 2012 recipients shows thatatyear end 1 

■ 53% of recipients were female 

■ 82% were aged between 50 and 65 

■ 72% were in receipt of the personal rate only. 

Figure 20.2 Invalidity pension, 2008 to 2012 
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2008 



2009 
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Source: Department of Social Protection Annual Statistical Report 2012 

Scheme Administration 

20.8 The scheme is administered centrally. Applications are examined and a medical report 
form is issued to the claimantfor completion bytheirgeneral practitionerortreating 
physician. A medical report form is not issued ifthe Departmentalreadyhas sufficient 
medical evidence from the claimant's entitlement to another medically based welfare 
scheme. Recipients of illness benefitare notified three months priorto expiry of that 
paymentthat they may applyfor invalidity pension. 2 

20.9 All new claims are checked to ensure that the claimantsatisfies the social insurance 
conditions and medical eligibility criteria. Departmental medical assessors carryout a 
desk review of the medical evidence. An 'in person'assessmentmaybe recommended 
where it is considered thatthe evidence provided warrants it. 



1 Based on data from the 
Department's Statistical 
Report 2012. 

2 Since January 2009, 
illness benefit can be 
claimed for a maximum of 
two years provided the 
claimant has 260 weeks 
paid PRSI contributions. 
Claimant's who have 
between 104 and 259 
weeks paid PRSI 
contributions can claim for 
up to one year. 



20.10 A previous medical assessment used to assess entitlementtoanotherschemecan be 
used provided 

■ the claimant is notduea medical review underthat otherscheme priorto the 
paymentof invalidity pension, or 

■ a 'do not review' status had been assigned underthat other scheme. 

20.11 If a previous medical assessmentis used, procedures require thata new review status 
is assigned when the invalidity claim is approved. 

20.12 Entitlementto paymentis determined by a deciding officer. The applicantis informed in 
writing of the decision. 
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20.13 If a claim is refused on medical grounds, a claimantmaysupplyfurther medical orother 
evidence and askfor a review of the decision. There is provision forappeal directly to 
the Social Welfare Appeals Office. 

Timeliness of Processing of Claims 



Figure 20.3 Applications received, 2008 to 2012 
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Source: Department of Social Protection Annual Statistical Report 2012 

20.14 At April 201 3, the average time taken to process an application, including review and 
appeal, was 58 weeks (35 weeks in 201 2). Where the claimantappeals a decision, it 
takes on average 37 weeks to com plete all stages of the appeal process . 1 The 
Department has stated thatthe reason for the increase in the average numberofweeks 
was the elimination of a claim backlog resulting in an increase in the volume of review 
requests and appeals. 

20.15 The Departmenthas indicated thatfor claims received in the sixmonths to June2013, it 
has taken an average of 5.6 weeks to make a firstdecision. 

20.16 The numberofapplications for invalidity pension in 2008 was 7,750, increasing by89% 
to 14,620 in 201 1 . In 2012, there were 1 1 ,500 applications (see Figure 20.3). 

20.17 In 2008, 28% of claims processed were disallowed or withdrawn. This increased to 
79% in 2011 and remained ata relatively high level of64% in2012(see Figure 20.4). 



Figure 20.4 Outcome of claim decisions, 2008 to 2012 



Year 


Awarded 


Disallow edA/vithdrawn 


Total 


2008 


5,431 


2,165 (29%) 


7,596 


2009 


4,580 


2,933 (39%) 


7,513 


2010 


3,597 


4,017(53%) 


7,614 


2011 


2,657 


10,172 (79%) 


12,829 


2012 


6,352 


11,423 (64%) 


17,775 



Source: Department of Social Protection Annual Statistical Report 2012 
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20.18 The numberof appeals received by the Appeals Office doubled in 2012 to 4,765(2,285 
in 201 1). Of the appeals decided in 201 2, the decision was revised in 76% of cases 
(see Figure 20.5). 



Figure 20.5 Outcome of appeals for 2012 



Status 


Numberof cases 




Appeals allowed 






Fully 


1,031 




Partially 


4 




Revised DO decision 3 


474 






1,509 


76% 


Appeals disallowed 


430 


22% 


Appeals withdrawn 


52 


2% 



Total 1,991 100% 



Source: Annual Report of Social Welfare Appeals Office 2012 

Note: a Revised decisions being made by deciding officers before 
the appeals were referred to an appeals officer. 

20.19 At 31 December201 2, 4,365 appeals had notyet been decided (1 ,582 at end 201 1 ). 
For the majority of these (76%), the Appeals Office was awaiting information from the 
Department. 

Take on Controls 

20.20 Audit examination of a random sample of25 cases putinto payment found that 

■ Eight had been approved for paymentbased on medical assessmentunderother 
schemes forwhich a 'do not review' status was assigned. However, no invalidity 
pension review status was setforthese cases. 

■ One case had been put in payment in error. It had been refused on medical 
grounds and this decision was upheld on appeal. 1 

Review of Claims in Payment 

20.21 Procedures require thatwhen a claim is approved for payment, a medical review status 
is assigned. This maybe to review the case in one, two or three years , or a 'do not 
review' status may be assigned. 

20.22 The review status at April 201 3 of cases in payment is setout in Figure 20.6. 



1 The claim had been in 
pay ment for less than a 
month. An overpayment 
has been raised by the 
Department and a 
recovery plan put in place. 
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Figure 20.6 Medical review status of invalidity pension 
cases, at April 2013 



Status 


Nu m be r of cases 




'Do not review' 


25,210 


51% 


Review in one year 


8,731 


17% 


Review in two years 


8,034 


16% 


Review in three years 


58 




Review status from other scheme 


2,174 


4% 


No review status recorded 


5,846 


12% 


Total 


50,053 


100% 



Source: Department of Social Protection 



20.23 The audit examined a sample of 25 cases in payment. Eight of these had a review 
status of one or two years but only two had been reviewed as scheduled. The most 
recent reviews for the other six cases ranged from 1 998 to 20 1 0. 

20.24 The Departmenthas indicated that capacity for conducting medical reviews is limited 
and therefore, it is not possible to review all cases as scheduled. To address the riskof 
cases not being reviewed when scheduled, cases are selected for review annually, 
prioritised in terms of medical review status. The numbers reviewed depend on the 
resources available. In 2012,justover 1 ,000 medical reviews were completed (1 ,200 in 
2011). 



20.25 To assess the risk associated with not reviewing all cases due for review, the 

Department reviewed a sample of 1 70 cases in 2012. The sample included 'do not 
review' and two year review cases as well as cases with no review status. Subject to 
the results of on-going and possible future appeals in these cases, the results suggest 
that an overall average of 11% of reviewed cases may no longer be eligible (see Figure 
20.7). 

Figure 20.7 Department review of cases, % not entitled to payment 3 , at June 2013 



Overall 



'Do not review' 



No review status 



Two year review 




6% 



ii% 



17% 



1 1 1 1 1 1 1 1 

0% 2% 4% 6% 8% 10% 12% 14% 16% 18% 



Source: Department of Social Protection 

Note: a Includes cases where claimant has appealed. 
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Other Eligibility Checks 



20.26 In addition to medical reviews of cases, claimants mayalso be asked by 'mailshot' to 

certify that they continue to be eligible for payment. Between 500 and 600 such checks 
have been completed each year between 201 and 2012. Issues were identified with a 
quarterof the cases checked in that period. The Departmenthas pointed outthatas 
these checks are targeted at cases which are considered to representa higher risk, the 
proportion of such cases where issues were identified would be expected to be higher 
than for the scheme as a whole. 



20.27 The Departmenthas indicated thatthe number of reviews of continuing eligibility via 
mailshotwas relativelylow for the period 2010 to 2012 when scheme resources were 
being prioritised forthe transfer to a new system and the clearance of a backlog. Due to 
the progress in those areas, the use of continuing eligibility certificates has now been 
reinstated and 600 such checks were completed in the first six months of 201 3. 

20.28 Other checks are carried out where relevant information in relation to the claimant 
comes to the attention of the Department. 

Earnings Exemptions 

20.29 Up to February 201 2, claimants could work part-time while retaining theirfull invalidity 
pension payment provided the work was for rehabilitative or therapeutic purposes and 
Departmental approval was obtained. This exemption has since been replaced bythe 
partial capacity scheme. 1 However, those with exemptions at February 2012 will 
continue to receive invalidity pension until the expiry date of the exemption (currently 
540 continue to have an exemption). 

20.30 Each year, the Department identifies claimants who were also in receipt of earnings. In 
April 2012, 14,000 such claimants were identified. The 140 cases with earnings in 
excess of €20,000 were examined and 15 of these were identified for further 
investigation. Six of these claims were terminated. 



Estimate of Level of Irregular Payment 

20.31 The Departmenthas not undertaken a fraud and error survey of the scheme. Therefore, 
an estimate of the level of irregular payments is notavailable. A survey was planned for 
April 2013 but is not now expected to commence until September2013. 

20.32 A fraud and error survey in the UK of a similar scheme (known as Incapacity Benefit) 
estimated the rate of fraud and error at 2.4% of expenditure in the period October2009 
to September2010. 2 



2 Fraud and Error in the 
Benefit System: 
Preliminary 2012/13 
Estimates, Department of 
Work and Pensions, May 
2013. 



Conclusions and Recommendation 



1 At February 2013, there 
were 800 people in receipt 
of partial capacity benefit. 



20.33 Total expenditure on the invalidity pension scheme was €603 million in 201 2 

representing a decrease of 12% since 2008. The numbers in receipt of the payment 
has fallen by 7% to 50,000 over the same period. 
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20.34 Once a claim has been putin payment, the main change in eligibilityconditions thatcan 
occur is where a claimant recovers the capacity to work again. Therefore, a medical 
review of cases is a key control. The Department's procedures require thatapproved 
claims are allocated a medical review status indicating whether the claim should be 
reviewed in the future and, if so, when that review should take place. Around 12% of 
50,000 cases in paymentdo not have a medical review status recorded. Due to 
resource constraints, the Department has not been able to review all cases as 
scheduled. Review of a random sample of certain categories of cases bythe 
Departmentfound that 1 1 % of cases reviewed were no longer eligible. 

Recommendation 20.1: The Departmentshould ensure thata medical review 
status is assigned to all cases and thatas far as possible medical reviews are 
carried out as scheduled. The results ofthe Department's review of a sampleof 
cases should be used to inform its risk rating of categories of claimants pending 
the results ofthe planned fraud and error survey ofthe scheme. 

Accounting Officer's Response: Agreed. The Accounting Officer accepts that 
claimants withoutanyreview status should be medically reviewed as soon as 
possible. The Department considers thata disabilityallowance or illness benefit 
medical review status is a valid indicatorfor invalidity pension claims, as the 
medical assessor bases the review status on expected duration ofthe condition 
rather than the scheme type. 

Since August 2010, a medical review status has been assigned to all new 
claimants and to any cases that have been medicallyreviewed.The revised 
control strategy for the scheme, putin place in July 2012, requires thata number 
of 'do not review' cases are medicallyreviewed each year. 

The Department is conscious ofthe need to increase its capacityto carry out 
medical control reviews. In addition to the ongoing efforts to retain current 
medical assessors and recruitadditional capacity, the Department is examining 
additional options of engaging additional medical professionals on an agency 
basis and outsourcing of some medical assessment requirements. The 
Accounting Officer stated that cases are selected for medical review based on 
risk criteria. Once work on the sample of cases is concluded, consideration will 
be given to revising the risk criteria. 
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21 .1 Estimates of voted expenditure presented to Dail Eireann for approval should 

reasonably accurately represent the amount that it is expected will be spent on each of 
the related services. In effect, they serve both as budget allocations for the year for 
individual services, and as cash limits which departments and offices are not permitted 
to exceed. 1 



21 .2 Spending on healthcare accounts for over one quarter of Government current 
expenditure. In each of the last five years, the Health Service Executive (HSE) has 
sought a supplementary estimate as a result of emerging budget overruns. In 2012, an 
additional €360 million was granted — an increase of 3% on the original voted 
Exchequer contribution for the year. 

21 .3 The fact that the HSE requires supplementary estimates each year raises concerns 
about the effectiveness of its budget planning and budget management. This report 
examines the budget outturn in 2012 by category of expenditure and income, and the 
main factors that gave rise to the budget overruns. 



Trends in Expenditure 

21 .4 Figure 21.1 demonstrates the trends in the level of expenditure by the HSE each year 
since 2008. Overall, expenditure fell from a peak level of around €15.1 billion in 2009, 
to around €14 billion in 2012 — a reduction of around 7.3%. 



21.5 Amounts received from the Exchequer into the HSE vote account in 2012 amounted to 
just under 90% of the total amount spent. This compares to around three quarters of 
the total amount spent in 2010. The change reflects the abolition of the 1% health levy 
(collected through the income tax system) at the beginning of 201 1 . 

Figure 21 .1 HSE gross expenditure and funding sources, 2008 to 201 2 
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1 The estimates process is 
described in more detail in 
Chapter 5 Vote Budget 
Management. 



Source: Health Service Executive Vote 2008—2012 
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21.6 The HSE received a total budget allocation of €13.714 billion for 2012. The outturn for 
the year was €13.987 billion — around 2% more. However, the percentage variation 
from budget varied across expenditure categories. Additional expenditure in some 
areas was offset by under-spending relative to budget in other categories. The net 
requirement was for an additional €273 million in spending. Combined with a net 
shortfall on the receipts side of €64 million, there was a requirement for provision of an 
additional €337 million in Exchequer funds. 

Variances by Subhead 

21 .7 The most significant variances, in terms of cash impacts on the vote, were overruns on 
medical card services and other community schemes, and in regional expenditure — 
particularly hospital expenditure — and a shortfall in the planned collection of patient 
charges for hospital services (see Figure 21.2). 

21 .8 The appropriation account does not require any explanations of the variances for 
subheads relative to their original budgeted amounts. In line with the accounting 
policies set by the Department of Public Expenditure and Reform, explanations are 
provided for significant variances between the amount appropriated (after 
supplementary estimate adjustments) and the final outturn. 
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Figure 21 .2 HSE budget outturn analysis, 201 2 
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Source: Vote 39 Appropriation Account 2012 

Notes: a The budget relates to the original estimate approved by Dail Eireann in June 2012. 

b Includes charges in respect of maintenance in private and semi-private accommodation in public 
hospitals, statutory charges in public hospitals and long stay charges. 
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Budget Monitoring 

21.9 The HSE monitors its budget position through monthly performance reports. These 
showed a continuous increase in the 'year to date' budget overrun up to August 2012 
(see Figure 21.3). 



Figure 21.3 Budget overrun by month, 2012 
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Source: Health Service Executive Performance Reports January 2012 to December 2012 

21.10 In July 2012, the HSE implemented a number of measures designed to reduce costs by 
€130 million in 2012. These included 

■ cuts to front line services which it expected to result in savings of €57 million — 
€35 million as a result of a reduction in overtime and in the use of agency staff; 
€12.8 million due to reduction in expenditure on medical card services; and €9.7 
million as a result of reduction in home help hours and home care packages 

■ savings of €73 million on non-front line services, as a result of a reduction in 
expenditure on education and training and travel and subsistence, as well as 
improvements in procurement and cash and stock management. 



21 .1 1 The total budget overrun was maintained at about €400 million between August and 
October 2012 but increased significantly in November to €464 million. 

21 .12 In order to avoid expenditure on the Vote in excess of the amount approved by Dail 
Eireann, a supplementary estimate for the amount of €360 million was approved in 
December 2012. The final outturn for the year was €337 million above the original 
budget and the balance of €22.8 million became liable for surrender back to the 
Exchequer at the year end. 

21 .1 3 The Accounting Officer for the Department of Health has pointed out that the budget 

overrun in the HSE in 2012 was partly offset by a once-off Exchequer receipt from the 

Medical Defence Union of €45 million 1 and savings amounting to €70 million which were 

identified on the Health Vote. These savings comprised approximately €30 million from 

the National Treatment Purchase Fund, €1 1 .5 million in savings from other agencies 

funded by the Department, €10 million on legal fees, €7.5 million from the Department's 

1 The circumstances capital vote and various other savings. 2 

around this receipt are 
explained further in 
Chapter 29 Clinical 
Indemnity Scheme. 



2 See Chapter 5 Vote 
Budget Management. 
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Medical Card Services and Community Schemes 

21.14 Expenditure on medical card and community services — mainly drug re-imbursement 

schemes — has varied significantly from the budgeted level in four of the past five years 
(see Figure 21.4). The greatest variances from budget were in 201 1 and 2012. 



Figure 21 .4 Variance of expenditure on primary care 
reimbursement services 
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Source: Health Service Executive Vote 2008—2012 

21.15 The original 2012 estimate in relation to medical card and other community schemes 
was €2.518 billion. This represented an expected reduction of €65 million (2.5%) on the 
2011 outturn of €2.583 billion. 

21.16 Total expenditure in 2012 was €2.756 billion — a budget overrun of €238 million or 
9.5%. A large part of the overrun was due to 

■ projected savings on drug costs not being achieved 

■ a higher number of medical cards issued in 2012 than was projected 

■ underestimation of the average cost of medical cards in 2012. 



Drug Cost Agreement 

21.17 Savings in 2012 due to planned drug pricing changes were projected to be €124 million. 
Ultimately, savings achieved in 2012 were estimated at just under €15 million. 1 
Accordingly, the delay in reaching agreement with pharmaceutical suppliers accounted 
for about €109 million (46%) of the total budget overrun in medical card services and 
community schemes. 
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Cost of Medical and GP Visit Cards 

21.18 In estimating the expected cost of medical cards, the HSE projected that the number of 
medical cards in issue at the end of 2012 would be 1,838,000, and that the year on year 
increase in the number of cards would be 1 05,000. As Figure 21 .5 indicates, this over 
estimated the number of cards in issue at the end of 201 1 , and under estimated the 
number at end 2012. The rapid emergence of a significant backlog in the handling of 
applications for medical cards in the second half of 201 1 — around the time that the 
2012 budget was being prepared — was a distorting factor. 



Figure 21 .5 Projected and actual number of medical cards in 
issue at end year, 2010 to 2012 




Source: Health Service Executive 



21.19 The HSE has estimated that the average cost of services per eligible cardholder in 201 1 
was around €1 ,020. This comprises 

■ payment of an average of €258 per cardholder to GPs 

■ payment to pharmacists of €762 per person who availed of drugs. 

21 .20 In practice, this may overstate the average cost incurred for a cardholder, because it 
does not take account of those cardholders (around 6% in 201 1 ) who do not avail of 
pharmacy services in a year. 1 When this is factored in, the average cost of a card in 
201 1 would be around €973 per person. 

21 .21 The HSE has stated that the cost of a medical card is heavily dependent on the age of 
the cardholder and can range from €200 for a cardholder aged 16 to 44 as compared to 
€2,000 for a person aged over 70. The average cost of a medical card in any year is 
dependent on the mix of cardholders. The HSE is currently developing a more 
sophisticated costing model which will take account of the different costs of cardholders 
depending on age. 

21 .22 The HSE's 201 2 budget provided for additional expenditure of €1 5 million for a planned 
extension of eligibility for GP visit cards. Based on the average payments to GPs in 
201 1 (€258 per cardholder), this would have allowed for an additional 58,000 GP visit 
cards. However, the planned extension of eligibility did not occur. In fact, the total 
number of GP visit cards in issue fell marginally in 2012, to around 131,000. 
Consequently, the provision in the budget for this extension of scope was not required. 

1 See Chapter 22 
Eligibility for Medical 
Cards. 
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Conclusion 

21 .23 Delays in implementing drug savings account for €1 09 million of the €239 million budget 
overrun for medical card services and other community schemes. Underestimation of 
the number of full medical cardholders could account for a further €54 million. These 
overruns were offset by the saving due to the non-extension of eligibility for medical 
cards. 

21 .24 The reasons for the remaining cost overrun — around €90 million — are unclear. 

Hospitals Budget Overruns 

21 .25 The total budget overrun in the cost of the HSE's regional services — mainly hospital 
and statutory community services — was €146 million. An additional overrun of €32 
million was incurred in relation to grants in respect of health bodies including voluntary 
and joint board hospitals. 

21.26 In allocating budgets to individual hospitals and community service providers, the HSE 
plans and monitors on an accruals (rather than a cash) basis. This should give a more 
complete picture of income and expenditure for the year's activity. 

21 .27 Monthly performance reports from the hospitals are used to monitor performance 
against budget. The performance reports for 2012 show a budget overrun in each 
region amounting to a total of €235 million or 3.2% (see Figure 21 .6). The highest 
percentage overrun was in the services in the Dublin North East Region. The lowest 
was in Dublin Mid Leinster. 



Figure 21 .6 Hospital and community service budget variance by region, 
2012 
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Source: Health Service Executive Performance Report December 2012. 



21 .28 Most of the overrun occurred in relation to hospital services (see Figure 21 .7). Budgets 
totalling €3.563 billion were allocated to 46 hospitals. The total expenditure incurred by 
the hospitals was €3.854 billion, representing an average overrun of 8.2%. Five 
hospitals had budget overruns of 20% or more (see Annex A). 
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Figure 21.7 Budget overrun in regions by area of service, 2012 
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Source: Health Service Executive Performance Report December 2012 

21.29 The budgets allocated to hospitals in 2012 represented a reduction of 8% in the actual 
expenditure incurred in 201 1. Given the overrun of 8.2% on the 2012 budgets, there 
was very little change in the overall expenditure. 

21.30 During 2012, the HSE made grants of €70 million to nine hospitals to cover budget 
overruns that had occurred in 2011 (€24 million) and 2012 (€46 million). The HSE 
noted that the once-off grants were issued with the following conditions. 

■ Each hospital would be required to sign a service level agreement for 2013 on the 
understanding that expenditure for 2013 would have to be managed within the 
available budget. 

■ Hospitals would be required to manage their cash flow without further recourse to 
the HSE. 

Changes to Hospital Budgeting Process 

21 .31 The HSE has outlined the following changes to the hospital budgeting process from 
2013 onwards. 

■ Historically, budgets for individual hospitals were derived incrementally with the 
prior year's budget adjusted for once-off items and new service developments. 

■ The HSE has adopted a new approach in relation to developing budgets for 
individual hospitals. Budget allocations are now related to projected spend. 
Previously, budgets for individual hospitals were developed with only limited 
reference to past organisational performance or realistic estimates of the potential 
for cost reductions. As a result, some hospitals were significantly underfunded and 
budget overruns were inevitable. 
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■ Following a period of consultation, detailed plans outlining the level of services to 
be provided, the funding and staff available and the quality and access to services 
were published for individual hospitals in February 2013. The new budgeting 
process aims to ensure that no hospital plans for a budget overrun in 2013. The 
process sought to ensure that assistance was provided in respect of those services 
in greatest need of additional funding while structural deficits were addressed. 
Hospital managers have now been given tough but achievable budget targets 
which should allow them to stay within budget while at the same time protecting 
patient care. 

■ This rebalancing of budgets is one part of a programme of reform in the hospital 
sector. The programme includes the establishment of hospital groups by the end of 
2013 and the payment to hospitals on the basis of 'money follows the patient' from 
2014. 



Collecting Patient Charge Income 

21.32 The HSE's 2012 service plan provided for an increase of €143 million in hospital 
receipts in respect of patient charges. This was to be achieved through 

■ increases in the level of charges 

■ widening of the scope of the charging regime 

■ more timely collection of patient income, the majority of which comes from the 
health insurance companies. 

Increases in Patient Charge Rates 

21 .33 At the direction of the Minister, increases of between 2.7% and 5.3% were applied to in- 
patient hospital charges from 1 January 2012. It was expected that these increases 
would generate an additional €18 million in hospital income in 2012 — €9.2 million in 
relation to HSE hospitals and €8.8 million for voluntary hospitals. 

Changes in the Scope of the Charging Regime 

21 .34 Public hospitals' income from private patients was restricted by the rules around bed 
designation whereby only private patients occupying a designated private bed could be 
charged for accommodation costs. 

21.35 About 20% of beds in public hospitals are designated for private use and health insurers 
pay between €200 and €1 ,000 per day for accommodation depending on the type of 
hospital. However, if private patients are accommodated in public beds, a standard 
daily charge of €75 applies. 

21.36 It was proposed to introduce legislation in 2012 to allow public hospitals to levy a charge 
on all private patients regardless of bed designation. It was estimated that this change 
would result in additional hospital income of around €75 million in 2012. The necessary 
legislation was enacted in July 2013, with the passage of the Health (Amendment) Act 
2013. 

21.37 Following discussions with the health insurance companies, the Government decided to 
defer implementation of the legislation until the beginning of 2014. The deal involves a 
reduction in the rates charged for overnight inpatient accommodation, but will be due in 
relation to all private patients treated in public hospitals and not just those in specifically 
designated beds for fee paying patients. 
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The HSE expect that the new charging regime will generate additional hospital income 
in the region of €30 million in 2014. 

Timeliness of Collection 

In order to improve hospital cash flow in 2012, the HSE planned to improve significantly 
the timeliness of collection of amounts due from health insurance companies during 
2012. 

Total Debt Outstanding 

At the end of 2012, the total patient charge debt outstanding was €209 million, 
comprising €128 million in relation to statutory hospitals and €81 million for voluntary 
hospitals. The HSE stated that about €192 million (92%) of the debt related to amounts 
owed by private insurers. 1 

Measuring Debt Collection Performance 

The HSE measures the timeliness of patient charge debt collection in terms of debtor 
days. 2 This measure is calculated for all hospitals and reported in the monthly 
performance reports. However, because only debt less than a year old is included, it 
does not give a complete picture of the delay in collecting income. It does provide an 
indication of performance in collecting recent income. 

The debtor days at each month end during 2012 for HSE and voluntary hospital sectors 
are indicated in Figure 21.8. The available data suggests that, on average, HSE 
statutory hospitals are consistently slower in collecting patient-related debt than are 
voluntary hospitals. Annex B shows the debtor days at end 2012 for each hospital. 

The HSE budgeted for an increase in hospital receipts of €50 million during 2012 as a 
result of more timely finalisation and payment of amounts due from insurance 
companies — €28 million for the statutory hospitals and €22 million by the voluntary 
hospitals. This would have necessitated a reduction of about 45 debtor days during 
2012 in both the statutory and voluntary hospitals. In practice, debtor days were little 
changed in either sector over the year. 



Figure 21 .8 Age of debt 3 for debt that is less than one year old, January to 
December 2012 
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a The debt analysed above includes maintenance charges only. It includes amounts due from 
insurance companies and from individual patients who do not have health insurance or a 
medical card. As a result, the debtor days shown differ from those included in Figure 21.9 
which relate to all amounts due from insurance companies. 



Health Service Executive Performance Reports January 2012 to December 2012 
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Stages in the Collection Process 

21 .44 Amounts of patient income due are recognised when the patient is discharged. Claims 
to insurance companies are processed in three stages 

■ hospital administrators prepare the claim once the patient is discharged 

■ hospital consultants sign off on each claim form 

■ insurance company validates and processes the claim and pay the hospital or the 
HSE. 

21 .45 The HSE provided data in respect of the total amounts due from insurance companies 
in relation to maintenance and in-patient charges broken down by the stage of the 
process and showing the average debtor days. This is set out in Figure 21 .9. 



Figure 21.9 Value and age of debt 3 , by stage in process, December 2012 
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Note: a Includes maintenance charges and in-patient charges due from insurance companies. 



21 .46 The HSE set a target that claims would be signed off by consultants within 14 working 
days of receipt of relevant documentation. At the end of 2012, claims had, on average 
been with consultants for just under eight weeks in HSE statutory hospitals and just over 
five weeks in voluntary hospitals. 

Advance Payments 

21.47 At the end of 2012, claims awaiting payment from insurance companies had on average 
been submitted for about two months. In late 2012, the health insurance companies 
provided advances totalling €103 million based on their estimates of private patients 
who had incurred charges for treatments in acute hospitals but where the claims 
process had not been finalised. €50 million was allocated to the HSE in respect of its 
hospitals, and €53 million to voluntary hospitals. While this reduced the amounts owing 
at the year end, the amounts advanced were deducted from patient charge payments to 
the HSE and the hospitals in the first six months of 2013. 
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Initiatives to Improve Collection 

21 .48 The HSE has outlined the following on-going initiatives to improve the timeliness of 
collection of patient charge income from insurance companies. 

■ The HSE is rolling out an electronic claims management system. The HSE stated 
that in August 2013, 17 of the largest acute hospitals (accounting for 65% of total 
claims in the acute sector) are using the electronic claims system. It is planned to 
increase this percentage to 80% by the end of 201 3. The HSE noted that, even 
when supported by software, it remains an onerous process with consultants 
having to enter detailed medical information and sign forms, albeit electronically. 

■ The HSE has issued letters to consultants requesting compliance with the 
commitments set out in Section 5 (vii) (a) of the document "Implementing the 
Public Service Agreement" issued by the Labour Relations Commission in 
September 2012. This required a commitment from all consultants to fully complete 
and sign private insurance forms within 14 working days of receipt of all relevant 
documentation. 

■ The HSE has entered into an agreement with one of the main health insurers to 
clear up claims in excess of one year old. 

■ The HSE, the Department of Health and St James's Hospital have been working 
with private health insurers to agree an electronic dataset for the submission and 
payment of claims. By August 2013, a dataset has been developed and is being 
tested at St James's Hospital. The HSE plans to roll this system out to all hospitals 
upon successful implementation at the hospital. 

Pension Lump Sums 

21 .49 The HSE budgeted to incur about €207 million in relation to pension lump sums for 
retiring employees in 2012. In 2012, expenditure in relation to lump sum payments was 
€1 75.5 million — €31 .5 million less than expected. The number of people who retired 
was almost 2,000 less than anticipated. 

Views of the Accounting Officer — HSE 

21 .50 The Accounting Officer noted that the HSE does not set its own Vote allocation and a 
number of variables affect the final amount allocated. The amount allocated in relation 
to HSE expenditure is developed against a backdrop of national budgetary objectives. 
He noted that the final estimate provision, in many cases, is imposed following the 
conclusion of the budgetary process. 

21 .51 He stated that the service plan for 2012 represented total cost reductions of €750 
million comprising 

■ just under €500 million in savings which were to be delivered through pay and cost 
reduction measures, reductions in drug prices and a number of other reductions 

■ further cost increases of €250 million expected to arise in 2012 which were not 
provided for in the estimates — these included €130 million relating to expected 
deficits, mainly in relation to hospital services as well as the additional payroll costs 
arising from the award of increments and the implementation of an EU Directive in 
relation to agency staff. 
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21 .52 The Accounting Officer noted that the cost reductions set out in the 2012 service plan 
followed two years in which the HSE had significant budget reductions. He noted that 
reductions in expenditure in 2010 and 201 1 had been achieved through a variety of 
measures including cuts to pay and staff numbers, reductions in fees paid to GPs and 
pharmacies, and reductions in drug prices. He stated that the bulk of the cost reductions 
in 2012 related to reductions in the numbers employed. As a result of the scale of the 
cost reductions required, and the accumulated reduction in frontline staff, the reductions 
required in 2012 would impact increasingly on frontline services. 

21.53 The 2012 service plan noted that the HSE had to deal with the increase in service need 
associated with demographic changes, disease incidence and other drivers of health 
and social care needs. The service plan required an expenditure reduction of 7.8% in 
hospitals but noted that acute hospitals had been under considerable budgetary 
pressure in recent years and capacity would have to be tailored in line with the available 
funding to ensure financial sustainability. 

21 .54 He noted that the service plan recognised a number of risks to delivery including the 
achievement of the large cost reduction targets, risks that services would struggle to 
meet the targets set and the timing of the legislation to achieve reductions in the cost of 
community drug schemes and increases in hospital income. 

Views of the Accounting Officer — Department of Health 

21 .55 The Accounting Officer acknowledged that there was a significant overrun in the 
hospital sector in 2012. He noted that the scale of the cost containment measures, 
coming on top of a number of years of budget reductions proved unachievable. He 
stated that in developing the budgets for 2013, these issues were taken into account 
and hospital budgets for 2013 were re-balanced in order to provide hospital managers 
with more achievable targets. 

21 .56 He noted that following discussions with the health insurers, Government decided to 
defer the legislation in relation to bed designation with the understanding that the 
insurers would advance some €100 million to the HSE in 2012 in respect of claims for 
services incurred where the claim had not been finalised. He acknowledged that this 
advance had a detrimental effect on receipts from insurance companies in the first half 
of 2013 but stated that proposals are in place to address this. He noted that the time 
taken to finalise claims with insurance companies was excessive but the planned roll out 
of the electronic claims management system would go some way to addressing this 
delay. 
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Conclusion 

21 .57 Budgeting for future periods is subject to error because of inherent uncertainty and 
factors that may be outside the budget holders' control. Nevertheless, as a general rule, 
estimates presented to Dail Eireann in respect of voted services should be underpinned 
by analysis of relevant trends, and realistic assumptions about likely outcomes for the 
budget period. Key budgeting assumptions should be stated. 

21 .58 The estimates in respect of the HSE for 2012 do not appear to have taken account 
sufficiently of the underlying cost drivers in some key expenditure areas. There is scope 
for the HSE to carry out more thorough analysis of the demand for services, and of the 
associated costs, and of underlying trends. 

21 .59 The HSE has begun to revise its analysis of demand for medical card and other 
community services, and the associated costs. It has also implemented a revised 
budget management process in the hospitals sector, where overruns have been an 
ongoing problem. 
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Annex A Percentage Budget overrun by Hospital, 2012 
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Annex B Age of debt in hospitals for debt that is less than one 
year old, at December 2012 
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22 Eligibilityfor Medical Cards 



22.1 Holders of medical cards issued by the Health Service Executive (HSE) are entitled to 
receive primary care services without having to make payments to the service providers. 
The majorityof costs related to the service provision are paid directly to the service 
providers by the HSE. In relation to prescription medicines, a charge per item payable 
by the cardholderwas introduced in October2010. 1 

22.2 In mostcases.eligibilityto receive a medical card depends on an assessmentofthe 
cardholder's means. Cardholders are legallyobliged to inform the HSE if relevant 
circumstances change e.g. increased income, change in medical condition. It is an 
offence to provide false information on a medical card application ornotto inform the 
HSE of a change in circumstances which mayaffect eligibility. 

22.3 Two types of cards are issued, with different service coverage. 

■ A full medical card entitles thecardholdertoa range of services free of charge, 
including all visits to a general practitioner (GP), in-patientand out-patient hospital 
services, required prescription medicines (subject to the appropriate prescription 
charge) and certain dental and ophthalmicservices. 

■ A GP visit card entitles the holderto attend his/herGP free of charge. 

22.4 The HSE alsooperates a long term illness scheme. Underthis scheme, where an 
individual suffers from one of 15 listed illnesses, prescription medicines directly related 
to the treatment of the illness are supplied free of charge. Eligibilityto this scheme is 
not related to income and it operates separatelytothe medical card/GP visit card 
scheme. In 201 2, 69,500 individuals made claims underthis scheme at a total costof 
€1 17 million. The operation of the long term illness scheme is notincluded in the scope 
of this report. 

22.5 Up to June 201 1 , the issuance of medical cards was administered in approximately 100 
local health offices, reflecting the former health board structure. Since 1 July 201 1 , card 
issuance has been managed centrallywithin the HSE, by the Primary Care 
Reimbursement Service (PCRS). The objective of the centralisation process was to 

■ provide for a single uniform system for medical card applications and renewals 
replacing the different systems previously operated in the local health offices 

■ stream line work processes and implement process improvements resulting in more 
efficient processing 

■ reduce the number of staff required to process applications and renewals 

■ improve customer services 

■ over time, to ensure a more accountable and better managed medical card 
processing service. 



1 The charge was initially 
set at 50 cent per item 
(capped at €10 per month 
for each individual. It was 
increased to €1.50 per item 
from January 2013, capped 
at €19.50 per month per 
person or family. 
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Focus of the Examination 

22.6 A key risk in a decentralised administration system is inconsistency between regions in 
the application of eligibility rules . The HSE stated that whilethe medical card scheme 
had been the basis forthe delivery of the majority of primary care services in Ireland for 
40 years, all stakeholders were aware of the issues relating to the administration of the 
assessment of eligibilityand the integrity of the medical cards register. 

22.7 The HSE recognised thatassessmentforeligibilityfor medical cards was notconsistent 
between the 1 00 offices conducting the reviews and some cardholders were granted 
medical cards for long periods , in some cases up to 20 years . 

22.8 In consultation with the Departmentof Health, HSE managementdecided that 
fundamental change in the administration of the scheme was required. The 
centralisation of administration of medical card assessmentallowed the HSE to 
introduce a uniform system for assessmentof eligibility. However, the HSE recognised 
that reviews of eligibilityin the early stages ofthe centralisation process were likelyto 
identify a material level of non-renewal. It does not produce an estimate ofthe number 
of medical cards in issue where the cardholder is noteligible. 

22.9 This examination was carried outto examine 

■ trends in the costs associated with the provision of medical cards in the lastten 
years 

■ the adequacyof the controls over the initial award of cards and over the renewal 
process 

■ the process of review of eligibilityfor cards in issue 

■ the level of card-holding in excess of entitlement, and the value of the related 
excess payments. 

Number of Cardholders 

22.10 The numberof medical cards in issue has increased overthe past decade as shown in 
Figure 22.1 . The GP visit card was introduced in 2005. The numberof GP visits cards 
issued in 2005 and 2006 was relatively low. However, since 2007, between 5% and 7% 
of all cards issued areGP visit cards. At the end of 2012, just under two million 
individuals, representing 43% ofthe total population, had medical cards. 
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Figure 22.1 Number of medical and GP visit cards in issue, 2002 to 2012 
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Source: Primary Care Reimbursement Service statistical reports 



Backlog in Processing Applications 

22.1 1 A considerable backlog developed in processing applications in the first six months 
following centralisation. The backlog stood at 58,000 at January 201 2. The HSE 
undertookto clearthis backlog by April 2012 and to process all fully completed 
applications within 15 working days. 

22.12 The HSE implemented a numberof initiatives inorderto address the backlog and some 
of the issues arising as a resultof delays in processing applications and renewal. 
These included 

■ extending renewal of medical cards by way of cardholderself-assessmentto 
cardholders aged under70years of age 

■ allowing GPs to extend the period of eligibility in certain cases (e.g. vulnerable 
persons) orto add new-born babies to the medical card database. 

22.1 3 The HSE stated that the backlog was cleared by the end of April 201 2. In April 201 3, 
the HSE stated that 96% of fully completed applications are processed within the target 
turnaround time. 1 



Cost of Medical Cards 



1 The HSE stated that 
about 78% of the 
applications received 
during 2012 had been fully 
completed by the applicant. 
The remainder would have 
required some follow up by 
HSE staff. 



22.14 The main components of medical cards costs are payments to GPs and payments to 
pharmacists 

■ Payments to GPs are categorised as fees and/orallowances. Fees are payable in 
relation to individual medical card patients registered on a percapita basis. GPs 
are also entitled to claim out of hours payments (where patients are seen outside 
normal practice hours) or where special services (excisions, suturing, vaccinations, 
catheterization, familyplanning.etc.) are delivered. Allowances are also paid to 
GPs in relation to annual and study leave, locum, nursing and other practice 
support. 
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■ Drugs, medicines and appliances approved underthe General Medical Service 
(GMS) Scheme are provided through retail pharmacies. The pharmacist claims the 
costof the medicine provided togetherwith a dispensing fee. The costs of the 
medicine provided comprises aboutthree quarters of the total amountpaid to 
pharmacists. 

22.15 The costof providing GP services and medicines underthe medical card scheme has 
increased significantly in the last decade as shown in Figure 22.2. In 2002, the HSE 
paid a total of €823 million to GPs and pharmacists in respect of services provided to 
medical card users. By2012,this had increased tojustover€1 .7 billion. There was a 
significant increase in payments to GPs in 2005. Since then, total payments have 
ranged from €400 million to€450 million. In contrast, payments to pharmacists 
increased from €551 million in 2002 to€1 .3 billion in 201 2. 



Figure 22.2 HSE expenditure in relation to medical cards, 2002 to 2012 




Source: Primary Care Reimbursement Service statistical reports 



22.1 6 The average cost peaked in 2008 when the HSE paid service providers an average of 
€1 ,285 in respect of individuals in possession of a medical card. This had fallen to just 
over €1 ,000 per person in 2012. The average paymentto GPs decreased by31% 
between 2008 and 2012 and the average paymentto pharmacists in relation to people 
who availed of the service decreased by 16% over the same period (see Figure 22.3). 



Figure 22.3 Average medical card cost per person, 2003 to 2012 




Source: Primary Care Reimbursement Service statistical reports 



242 



Report on the Accounts of the Public Services 2012 



22.17 The average pharmacy cost per person is calculated on the basis of the number of 

cardholders who availed of services in the year. Between 2003 and 201 1 , in general, 
94% to 96% of eligible persons availed of pharmacy services during the year. This 
decreased to 89% in 201 2 (see Figure 22.4). 



Figure 22.4 Proportion of eligible persons availing of 
pharmacy services 
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Source: Health Service Executive 

22.18 A review conducted by the HSE in October 201 2 examined medical card costs arising in 
the first four months of 201 2, as compared with the same period in 201 1 . This found 
that 

■ Over half of the additional pharmaceutical costsweredueto more people availing 
of services whilethe remainderwas, in the main, explained by changes in 
prescribing practices. Both the average number of prescriptions perclaimantand 
the average drugs per prescription increased overthe period. 

■ Almosta quarterof doctors prescribed more for their patients inthe firstfour 
months of 2012 as compared to 201 1 . 

22.19 The HSE stated that it has introduced a number of initiatives to achieve costsavings in 
relation to prescribed medicines 

■ The introduction of reference pricing and genericsubstitution, commencing in 
November 201 3, means thatthe HSE will setthe price it will pay for a group of 
interchangeable medicines. The listof interchangeable medicines will be 
developed by the Irish Medicines Board. Irrespective of the drug prescribed, the 
HSE will only pay the agreed reference price for that group of products. If the 
patientchooses a more expensive product, the patient will pay the difference. 

■ It has recently established a Medicines Management Program me which aims to 
encourage costeffective prescribing byGPs. Underthis programme, doctors are 
asked to prescribe particular drugs for stated illnesses. Drugs prescribed for high 
cholesterol and peptic ulcer disease/refluxaccountfor about 1 5% of the HSE's 
expenditureon medicines. The programme has commenced by identifying 
particular drugs thatdoctors should prescribe forthese illnesses. It is planned to 
extend the programme to other illnesses overtime. 
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■ It has also established a prescribing feedback module which gives GPs information 
needed to achieve cost savings by prescribing bettervalue products. At present, 
the module provides information to GPs indicating the patients and products to 
focus on inorderto achieve maximum savings. TheHSE plans to further develop 
this module, as reference pricing and generic substitution are implemented later in 
2013. It also plans to upgrade thefeedbackso that it provides benchmarks for 
individual GPs which shows how their prescribing practice compares with thatof 
other GPs. 

22.20 The HSE stated that the medical card scheme is demand led and the proportion of 
people who avail of services can fluctuate. For example, in 2008and 2012, the number 
of eligible persons availing of pharmacyservices dropped significantly. There was no 
change to the medical card scheme which could accountforthe fluctuations (as shown 
in Figure 22.4). The HSE has not reached any conclusions on the reasonsforsuch 
fluctuations and stated that further research maybe beneficial. The HSE noted that the 
Medicines Management Prog ram me will allow itto monitor and analyse changes in 
prescribing behaviour. 

Award of Medical Cards 

22.21 Medical cards are usuallyawarded on the basis thatapplicants' means are lessthan 
specified limits. In addition, the HSE has discretion to issue cards in cases where 
medical needs would resultin hardship. 

Means Tested Applications 

22.22 Different means thresholds applyforcertain groups and card classes, depending on 
weekly income, marital status and age (see Figure 22.5). 



Figure 22.5 Income thresholds for medical cards/GP visit cards, June 2013 

Weekly income limits for: 
Applicant's status Medical card GP visit card 

Under 70 

Single €1 64 — €201 €246 — €302 

Married/ cohabiting couple/ single parent families €266 — €298 €400 — €447 

w ith dependent children 

Over 70 

Single €600 €700 

Married/ cohabiting couple €1 ,200 €1 ,400 

Source: Health Service Executive 

22.23 The assessmentof income also takes account ofthe number of children who are 
financiallydependenton the applicant, rent and mortgage payments, childcare costs 
and the cost of travelling to work. 

22.24 In addition, persons who had been in receipt of payments due to unemployment or 
illness benefitfrom the Department of Social Protection for a year or more are entitled to 
retain their medical card for three years after taking up employment, withoutthe 
application of means test. Adult and child dependents ofthe individual covered by the 
retention will also be granted a medical card. 
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Assessment of Applications 

22.25 Applicants must provide evidence in relation to income and any outgoings being 
claimed in the means test. 

■ Where applicants are in receipt of payments from the Departmentof Social 
Protection, this evidence can take the form of a letter from the Departmentoran 
individual paymentslip. 

■ Where applicants are not in receipt of payments from the Departmentof Social 
Protection, income can be evidenced by payslip, P60, notice of assessmentfrom 
the Revenue Commissioners or a letter from the employer confirming the 
applicant's salary. 

22.26 The HSE has access to the Departmentof Social Protection's Infosys database which 
provides information on payments made bythe Departmentto individuals . It also shows 
summaryincome information in relation to individuals not claiming payments from the 
Department. The income data is the latest recorded income data the Revenue 
Commissioners received. This maybe the P35 filed bythe employerin relation to the 
previous tax year or the tax return submitted bythe individual , so it may not accurately 
reflect the applicant's currentsalary. 

22.27 The HSE has stated that, irrespective of the evidence supplied bythe applicant, all 
income noted in the application is checked to Infosys. 

22.28 Control over the approval process formeans tested cards was examined as partofthis 
examination. A sample of 50 approvals for medical cards awarded in 2012 in instances 
where the applicant satisfied the means criteria was exam ined. Over 90% of the cases 
exam ined had appropriate evidence of m eans , and had been correctly awarded the 
cards in line with scheme provisions. However, the examination identified weaknesses 
in relation to four of the cases examined (8% of the sample). 

■ In two cases, the evidence on file suggests thatthe card had been approved in 
error. 

• In one case, a payslip provided by the applicant had not been taken into 
account in assessing income. 

• In one case, the monthlyearnings were calculated incorrectly prior to input. 

■ In two further cases, the documentaryevidence was noton file or was inadequate. 
In these cases, the costs claimed could have impacted on the award of the medical 
card. 

• In one case, no documentaryevidence was provided in relation to rental 
outgoings allowed as deductions in calculating netincome. 

• In the other case, an outgoing for home improvementloan repayments was 
allowed withoutclear evidence to support the purpose of the loan. 

22.29 The HSE has indicated that eligibilitywill be reviewed in relation to the four cases where 
the audit identified weaknesses in relation to the controls over the assessmentof 
eligibility. 
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22.30 In addition, three out of the 50 cases examined had discretionary costs taken into 
consideration in theirassessment. These are medical costs foron-going prescription 
costs and GP or hospital visits. PCRS primarilyaccepts GP (or hospital) reports 
outlining the applicant's illness and medication requirements. It was found that GP 
reports were accepted as the main form of evidence but they did not always specify the 
numberofvisits by the applicantor the costof the medication to betaken and the 
frequency of purchase. 

22.31 In 2013, the HSE introduced a tern plate reportfor completion byGPs which requires the 
GP to provide information on the frequency of patient attendance and the type of 
medication required. 

Changes in controls 

22.32 In order to deal with the backlog that had emerged atthe beginning of 201 2, the HSE 
and the Departmentof Health agreed that 

■ Where essential information to allow assessmentof eligibilitywas available, a 
medical card /GP visit card was issued fora period of one year, with any follow up 
required being conducted during thatperiod. 

■ Where sufficient information had notbeen provided to enable an assessmentof 
eligibility, the applicantwas contacted to capture the additional information 
required. 

■ Where the HSE had misfiled applications, the applicantwas contacted by phone so 
that sufficientdetails could be captured to assess eligibility. This comprised about 
700 cases. 

■ Cases requiring a decision from a supervisorwould be escalated. 

■ Letters would issue to all applicants deemed ineligible. 

22.33 In order to prevent further backlogs from developing , the HSE also 

■ introduced renewal by self-assessment in relation to cardholders aged under 70 
years of age, based on riskcriteria 

■ automaticallyextended eligibilityfor a further year where individuals whose card 
was due for renewal in the second half of 2012 had accessed medical services in 
the previous twelve months, in orderto reduce the number of cases due for renewal 
in 2012. 

Cards awarded on Discretionary Grounds 

22.34 Where an applicant's means exceed the limits set, the HSE has discretion to award a 
medical card if not doing so would result in undue hardship, orto award a GP visit card 
where not doing so would result in it being unduly burdensome to that person to provide 
GP services to him/herself and his/herfamily. Medical cards awarded using this 
discretion take accountof the individual's circumstances and the level of illness and 
related costs. 

22.35 About 5.5% of cards were awarded on this discretionary basis in 201 2. In exercising 
this discretion, the HSE has stated that it considers whether meeting medical costs 
would compromise the applicant's abilityto continue in em ploymentor provide 
reasonable housing and care for dependents or exceptional costs arising as a resultof 
medical orsocial circumstances. 
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22.36 In making the decision, the HSE seeks to take account of medical costs, poor money 
managementskills and the impacts of addictions such as alcohol, drugs and gambling. 
In this regard, HSE staff will, in general, liaise with the applicant's doctor, HSE medical 
officers, public health nurse or social workers, Community Welfare Officers or the 
Money Advice and Budgeting Service. 

22.37 A sample of 25 medical cards approved on discretionarygrounds was examined as part 
of the audit. In the majorityof cases, the cards were awarded on the basis of significant 
expenditure in relation to medical costs. 1 

22.38 The HSE stated that where an applicant's income levels exceed relevantthresholds, 
and there is evidence of circumstances (medical or social) which may result in undue 
hardship to the applicantin arranging medical services, a medical card orGP visit card 
maybe awarded. It does not record separatelycards awarded on the basis of medical 
or social circumstances. 



22.39 In general, the auditfound that while letters from the GP provided details of the illness 
of the individual, there was no attempt to quantify the medical costs involved and 
therefore provide evidence that these costs would cause financial hardship to the 
individual. As outlined above, in 2013, the HSE introduced a new form for completion 
by GPs which requires the GP to specify the normal numberof GP visits and the type of 
medication required. 



Medical Card Amendments by GPs 



22.40 In February 201 2, the HSE entered an agreementwiththe Irish Medical Organisation 
(IMO) wherebyGPs, in certain circumstances, can make amendments to the medical 
card database bytemporarilyextending card eligibilityfor four months, or restoring 
eligibilitywhere a patient presents who has had theireligibilityremoved due to not 
responding to renewal notices from the HSE. They can also add new-born babies to 
their GMS listwherethe parents of the babies hold a medical card and amend the 
database in relation to patients who are deceased. This procedure became effective 
on 1 September 201 2. In most cases where a GP amends the medical card database, 
third party verification is soughtfrom the family or a nursing home.orthe HSE initiates a 
review of eligibility. 



1 In one case, no evidence 
had been provided in 
relation to significant 
expenditure by the 
individual on medical costs. 
However, the applicant's 
income levels only 
marginally exceeded the 
relevant thresholds. 

2 In such cases, eligibility is 
extended for a year. No 
third party verification is 
completed routinely since 
by definition the purpose of 
this action is to prevent 
correspondence being 
issued to individuals not in 
a position to deal with such 
administration. 



22.41 In 2012, GPs made a total of 14,000 amendments to the database. Over 90% of the 
amendments related to births and deaths. In 800 cases, GPs re-instated eligibility 
where they were of the opinion that eligibility had been removed in circumstances where 
the applicant had not responded to renewal notices and eligibilitys hould be restored. 
The database was amended in 200 cases where GPs were of the opinion that it was a 
sensitive case. 2 

22.42 When new-born babies are added to the system by GPs, both the date of birth and also 
the date of addition are recorded. The baby is deemed to have a medical card from the 
date of birth and capitation is payable to the GP from the firstday of the month following 
birth. Arrears payments issue to GPs in respect of these cases. 
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Renewal of Cards 

22.43 Under revised rules issued in 201 1 .standard medical cards are normallyvalid for three 
years in the case of people aged under66, and for four years for persons aged 66 or 
over. Dependents of medical cardholders on reaching the age of 1 6 are automatically 
issued with a card in their own right. 

22.44 The medical card database contains a card renewal date in respect of each cardholder. 
Three months in advance of that date, a notification is sentto the cardholder advising 
that a completed card renewal application is required to maintain entitlementto 
services. This is a relatively straightforward exercise in mostcases as itinvolves the 
applicantconfirming that relevant circumstances have not changed. About 70% of 
renewals operate on this self-assessment basis. 

22.45 Where a cardholderdoes notrespond to a renewal notice and a subsequentreminder, 
the medical card lapses when the expiry date on the medical card is reached. 

22.46 The medical card database at May 2013 was reviewed to identify the number of cards 
due for renewal in each succeeding period of 12 months. The results are shown in 
Figure 22.6. The numbers of cards renewed in 2012 is included for comparative 
purposes. 



Figure 22.6 Medical card renewal dates, at May 2013 
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Source: Analysis of medical card database by the Office of the Comptroller and Auditor General 
Note: The renewal period in each year is from May to the following 30 April 

22.47 Analysis of the renewal dates on the medical card database shows that over one million 
cards are due for renewal between May 2013 and 30 April 2014. Given that a standard 
eligibility period of between three and four years is applied, the number of cards due for 
review would be expected to be reasonably constant when compared yearon year. 

22.48 The large increase in renewals in 2013 is affected by 

■ the extension of eligibilityfor one year in relation to medical cards due for renewal 
in the second half of 2012 where cardholders had been actively using their cards - 
these cards fall to be renewed in 201 3 

■ the HSE's plan to standardise eligibilityperiods and con duct reviews in relation to 
cardholders who had eligibilityperiods in excess of the standard three or four years. 
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22.49 In relation to cardholders with expiry dates more than four years from the current date, 
the HSE noted that when administration of medical card processing was centralised, 
some cardholders had long eligibility periods , some in excess of 20 years. As part of 
the centralisation projectthe HSE initiated a program me of work to standardise the 
periods of eligibility commencing with cards with the longesteligibilityperiods. The HSE 
is currently working on those cardholders with eligibility of five years. 

22.50 The HSE also stated that it is working towards implementing a system wherebyrisk 
assessment ratherthan expiry of the term of the card will be the primaryd river of review 
activity. 

22.51 The HSE uses two methods to review eligibility. These are set out in Figure 22.7. 



Figure 22.7 Types of review on expiry of medical cards 



Category 


Assessed 


Format of review 




risk level 




Full review 


High 


Full review of eligibility comparable 






with initial application 


Self -assessment 


Medium 


The cardholder ticks a box on the 






renew al form confirming that 






his/her circumstances have not 






changed since the original 






application and signs the form 



Source: Health Service Executive 



22.52 Seniormanagementin PCRS decide which renewals will be subject to full review or 
cardholder self-assessment based on the capacity of the organisation to process 
renewals and how manycardholders fall into particular risk categories. In general, the 
process seeks to select cardholders forfull review who may have a higher risk of being 
ineligible and include 

■ medical cards originallyawarded on a discretionarybasis 

■ family income declared atthetime of the original approval was close to the 
thresholds allowed 

■ cardholders aged over70, where the income declared on the original application 
would not meet eligibility criteria underthe revised thresholds introduced in April 
2013. 

22.53 In 2012, the HSE issued renewal notices to 365,200 cardholders. In May 201 3, the 
HSE reviewed the current status of cardholders reviewed during 201 2 in circumstances 
where the medical card was expiring. This was done in orderto get a more accurate 
reflection of eligibilityfor these cardholders since ittakes account of late responses, new 
applications and/orappeal procedures. The results are outlined in Figure 22.8. 
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Figure 22.8 Results of 201 2 card renewal process, as at May 201 3 



High Risk 

(30%) 



Total reviews conducted 
365,200 cases 



Full review 
109,000 cases 



Medium Risk 

(70%) 



Self-assessment 
256,200 cases 



Eligibility confirmed or upgraded 
from GP visit card to medical card 
74,900 



Eligibility confirmed or upgraded 
from GP visit card to medical card 
226,200 



Death notice received 
1,300 



Death notice received 
5,800 



Eligibility downgraded to GP visit 
card 
4,600 



Eligibility downgraded to GP visit 
card 
800 



No eligibility at May 2013 
9,000 



No eligibility at May 2013 
3,700 



Did not respond 
19,200 



Did not respond 
19,700 



Source: 



Health Service Executive 



22.54 The results ofthe review of eligibilityon expiry of medical cards varies considerablyin 
line with the type of review conducted. 

22.55 Overall, there is a high non-response rate. 10.7% of cardholders had not responded to 
renewal and the medical card had lapsed as a result. 1 The non-response rate was 
higher when the HSE signals that it intends conducting a full review (17.7%) as 
compared to where the assessmentof eligibility is conducted by cardholder self- 
assessment (7.7%). 



1 Status as at May 2013. 



22.56 When cardholders who had not responded to the renewal process by May 2013 or 
where death notices have been received are excluded 

■ 94.3% of cardholders had their eligibilityconfirmed or upgraded from a GP visit 
card to a medical card. Where eligibility was confirmed bycardholderself- 
assessment, 98% were renewed, com pared to 85% of renewals where the HSE 
conducted a full review. 

■ 1 .7% of cardholders renewed had previouslyhad a medical card butwere eligible 
only for a GP visit card when eligibilitywas reviewed - 5.2% were downgraded in 
the case of full reviews, and 0.4% in self-assessed cases. 

■ Overall, 4% of cardholders who received renewal notices were found not to have 
eligibilityto a medical card in May 2013. The ineligibility rate was 10.2% where the 
HSE conducted a full review, compared to 1 .6% where the review was conducted 
byway of cardholder self-assessment. 
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22.57 The HSE stated that it is aware that certain categories of cardholders do notengage 

with the renewal process butsubsequentlyreapplywhen medical services are required. 
The HSE also noted that it expects a higher response rate where the review is 
conducted by way of self-assessment as opposed to where a full review is conducted, 
as the process is much easierto complete. 



Targeted Reviews 



22.58 During 201 2, for the first time, the HSE reviewed eligibilityin relation to individuals who 
had not accessed medical services forperiods oftwelve months or more. Just under 
40,000 medical cardholders were contacted to confirm their residence. 61 % of 
cardholders confirmed residence. The remainder (15,51 5 individuals) did notreplyand 
had eligibility removed. The majorityof these individuals had notreapplied orbeen 
granted a medical card as at May 201 3. 1 

22.59 In relation to the results of the assessment of eligibility, the HSE stated that since the 
type of review conducted - self-assessmentorfull review - is decided on the basis of 
risk criteria, it would expect those cases assessed as higher risk, where a full review is 
conducted, to have a higher proportion of cases deemed ineligible. The HSE indicated 
that its risk assessment process is being refined and will be significantly enhanced as 
data obtained from the Revenue Commissioners is used to identify high risk cases. 



Review of Cards in Issue 



22.60 Heretofore, PCRS was unable to validate client information through routine access to 
other governmentsources. While PCRS staff have access to Infosys (the Department 
of Social Protection database), itdoes not have the capacity to electronically match its 
own data on medical cards with data held by othergovernmentdepartments such as 
the Revenue Commissioners and the Department of Social Protection. 

22.61 Legislation enacted in March 2013 provides for the furnishing of data by the Department 
of Social Protection and the Revenue Commissioners to the HSE. 2 Enhanced analytical 
capability is also required to allow for data matching, to check eligibility both at the time 
of the application and on an on-going basisto detect changes in circumstances. 

Data Sharing with the Revenue Commissioners 

22.62 The data sharing legislation allows the HSE to forward a file of current medical 
cardholders to the Revenue Commissioners. In relation to each record, the file includes 
the PPSN numberofthe cardholderand of the cardholder's spouse, where relevant. 
The Revenue Commissioners will then supplydata in relation to each PPSN listed 
showing details of em ploymentand the latest reported income figures (PAYE and 
Income Tax). 



1 These reviews are 
outside of the normal 
rev iews of eligibility at the 
end of the term of the card 
and are not included in the 
reviews outlined in Figure 
22.8. 



22.63 Considerable progress has been made in integrating data provided by the Revenue 

Commissioners with HSE systems. Some sample data has been matched and the HSE 
expects thatdata matching will be fully operational in September2013. 



2 Section 8 Health 
(Alteration of criteria for 
eligibility) Act 2013. 
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22.64 The examination of sample data has identified a particulardata protection issue. A 
review of eligibilityfor medical card requires information in relation to a family's income. 
The Revenue Commissioners are of the view that it cannot, underthe current legislative 
arrangements supply Revenue information to the HSE in relation to spouses. Therefore 
it can only provide Revenue data in relation to those PPSN numbers provided bythe 
HSE. It cannot provide additional information to inform the HSE of spouses income 
where the HSE is unable to provide the relevant PPSN number. This issue reduces the 
usefulness of Revenue data in detecting ineligibility. The data protection issues are 
currently being considered bythe HSE and the Revenue Commissioners. 

Data Sharing with the Department of Social Protection 

22.65 The HSE currently has access to the Departmentof Social Protection's systems on an 
individual case basis. Underthe new legislative provisions, the HSE plans to obtain 
electronic downloads of data from the Departmentof Social Protection in relation to 
welfare payments made by that Department. This will allowthe HSE to identify 
cardholders who are no longer in receipt of welfare payments and may no longer be 
eligiblefora medical card. 

22.66 Progress has notyet been made in relation to the actual data transfer process. 
Deceased Cardholders 

22.67 In 2012, the HSE introduced data sharing with the Death Events Publication Service 
(DEPS) operated by the General Register Office. The HSE obtains a file of deaths each 
week. This is uploaded to the medical card database. While there may be a delay in 
recording a death with the General Register Office, any amounts paidtoGPs after the 
date of death are recouped from the GP. In 201 2, some 10,000 records were updated 
as a resultof information from DEPS. In addition, GPs can update the database to 
reflect the death of patients on their GP list. In 2012, GPs made 4,400 such 
amendments. 

Penalties for False Disclosure 

22.68 The legal basis forthe system of eligibilityoriginates in the Health Act 1970 and it is the 
responsibilityof the HSE to determine eligibility. The Act also provided that the HSE 
may require a person to make a declaration in such form as it thinks appropriate in 
relation to his/her means. Where an individual makes a false declaration, the penalty on 
summary conviction is a fine and/or imprisonmentfora term not exceeding three 
months. Furthermore, the Act provides that a person with entitlementto services shall 
notify the HSE of any change in those circumstances which disentitles him/herto the 
service and shall be liable to a fine on sum mary conviction for knowinglycontravening 
this requirement. 

22.69 The HSE stated that, in the last five years, it has not initiated legal proceedings in 
relation to false declarations orfailure to notify a change in circumstances in relation to 
medical cards. 

22.70 Where a cardholderis found to be ineligible, the HSE removes eligibilityfrom the date of 
discovery. There is currently no legislative basis for recovering irregular payments 
made bythe HSE on behalf of the cardholder. 
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Excess Expenditure 

22.71 The HSE has stated that it was aware prior to centralisation of the service, that eligibility 
criteria were not being applied in a uniform way in the numerous locations where 
medical cards were awarded and reviewed. It stated that the centralisation of 
processing and the application of standard assessmentguidelines identified significant 
numbers of medical cards where the cardholder did notsatisfythe eligibility criteria. 

22.72 The results of the 2012 card renewal process would suggesta significant level of 
excess payment in the medical card system as a result of changes in the cardholder's 
circumstances since the medical card was initiallygranted or eligibilitywas reviewed. 

22.73 The HSE stated that it may not be feasible to establish when a cardholder became 
ineligible. Until recently, it did not have a legal basis for reviewing clientincomedata in 
orderto establish when the cardholder exceeded the income threshold. It stated that 
since medical cardholders can claim a range of allowable expenses, itwould be almost 
impossible to establish when the client became ineligible. 

22.74 The HSE commissioned a review conducted in 2012 by PWC to assessthe level of 
excess expenditure underthe medical card scheme. The assessmentestimated the 
potential exposure arising from ineligible beneficiaries at between €65 million and €210 
million. However, the assessmentwas limited in scope as itwas conducted on the 
basis of a review of reports rather than a detailed analysis of the database and 
expenditure. The report concluded that a more reliable estimate would involve a 
detailed review of the PCRS database. 

22.75 The HSE subsequentlyem ployed Accentureto conduct a review of PCRS expenditure. 
The agreed terms of reference of the review of excess medical card expenditure was to 
identify cost drivers, riskareas and associated controls. The review did not develop a 
baseline estimate of the level of excess expenditure underthe medical card scheme. 

22.76 An estimate of the overall level of excess payments in relation to medical cards could be 
derived from analysis of current eligibility in relation to a random sample of cardholders. 
By repeating the exercise on an annual basis, the HSE could track the effectiveness of 
its control and management of the medical card system. 

22.77 In order to calculate a reliable estimate of the level of ineligible cardholding and the 
relevant costs, it is importantthat 

■ all cases for inclusion in the process are selected randomlyfrom the population of 
medical cardholders at a specific time 

■ the sample size is sufficientlylarge to yield reasonablyreliable estimates 

■ the reviews are carried out prom ptlyfollowing sample selection 

■ a full review of eligibility is conducted 

■ assessmentofthe cost associated with ineligibility 

■ the results are capable of being audited. 
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Conclusion and Recommendations 

22.78 The centralisation of medical card administration and processing will assistthe HSE in 
ensuring thata uniform assessment process is applied. It will also facilitate data sharing 
with other State agencies which will allow the HSE to target reviews of cardholder 
eligibility in a more informed way. 

22.79 The centralisation project resulted in significant backlogs in processing application and 
renewal notices atthe end of 201 1 and early in 2012. The HSE introduced a numberof 
initiatives to deal with the backlog and to prevent further backlogs from developing. This 
included extending the self-assessment basis for renewal of medical cards, allowing 
GPs to amend the medical card database in certain circumstances and extending 
eligibilityin relation to some categories ofmedical cardholders due for renewal in2012. 

22.80 As part of this examination, the application of controls for the approval of medical cards 
was examined in relation to a sample of 50 medical cards approved during 201 2. The 
review identified shortcomings in relation to 8% of the sample examined. Someofthe 
shortcomings resulted in the approval of medical card applications in circumstances 
where the evidence would suggestthatthe applicanthad not satisfied the eligibility 
criteria. In other cases, where outgoings had been assessed, no documentation or 
inadequate documentation was supplied bythe applicant. 

Recommendation 22.1 : The HSE should 

■ review the controls in place in relation to approval of medical cards and 
provide more specificguidelines to staff involved in the approval process 

■ clarify how the information on payslips is used in orderto ensure an 
applicant's salary is accuratelycalculated — in particular, the use of 
information on a single week's payshould not, in general, be used to 
calculate an individual's annual salary 

■ conduct more internal reviews ofmedical card approvals to ensure 
prescribed controls are being applied. 

Accounting Officer's Response: Agreed. Procedures forprocessing medical 
card applications and renewals have been enhanced during the course of 201 3. 
Specifically, the enhanced procedures and associated training ensures thata 
consistent process is used for the purpose of capturing an applicant's salary. The 
HSE also plans to conductadditional internal reviews to ensure that prescribed 
controls are being applied. 

22.81 In 2012, the HSE reviewed eligibilityin relation to 365,000 cards which were due to 
expire. 30% of the reviews involved a full review with the eligibilityin the remaining 
cases confirmed bythe applicants through a self-assessment process. 

22.82 Between May 2013 and April 2014, over one million cards fall to be reviewed. This, 
together with a planned review of 61 ,000 medical cards with eligibility periods in excess 
of the standard three/four years will presenta challenge to the HSE. 
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Recommendation 22.2:The HSEshould examine the resources required to 
conduct the required reviews while taking accountof the risk criteria attaching to 
individual cardholders. 

Accounting Officer's Response: Agreed. Additional processing review capacity 
is being provided in 2013to perform the required number of reviews . Data 
received from the Revenue Commissioners will be incorporated into its risk 
assessmentmodel. 

Recommendation 22.3: In light of the large proportion of medical cards thata re 
renewed on the basis of self-assessment by the medical cardholder, the HSE 
should institute processes which serve as a check on the accuracy of 
declarations made. This could include a review of eligibility in relation to a 
random sample of renewals where the cardholder has declared thatthere has 
been no change in circumstances. 

Accounting Officer's Response: Agreed. The HSE plans to conduct a full 
review of a sample of cases who have confirmed eligibility by way of cardholder 
self-assessment. This will serve as a control on the self-assessment process. 

22.83 The available evidence suggests there is a significant level of excess payment in the 
medical card system. In the main, this arises as a resultof changes in the cardholder's 
circumstances overthe validity period of the card. 

22.84 Cardholders are legallyobliged to inform the HSE of a change in circumstances which 
may affect eligibility. The HSE does not routinelymonitorthe numberofcards 
surrendered voluntarily but identified just22 such instances in 2012. 

22.85 A significant proportion of medical cards lapsed as a resultof non-response to renewal 
notices issued during 201 2. Some non responses maybe attributed to medical 
cardholders failing to understand whattheyare required to do. They may subsequently 
be issued with new cards. However, some of those receiving the request may not 
respond because theyare aware they do notsatisfythe eligibility criteria. 

Recommendation 22.4: The HSE should investigate furtherthe reasons forthe 
high level of non-response to renewal notices. Such a review might involve 
closerexamination of a sample of cases to lookat information held by the 
Revenue Commissioners (such as employmentand income data), details of 
payments from the Departmentof Social Protection, and follow up after six 
months to establish the proportion of individuals who had reapplied and 
established eligibility. Evaluation of these results would allow the HSEto estimate 
the proportion of non-responderswho were ineligible. 
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Accounting Officer's Response: Agreed. The HSE intends to use data records 
from the Departmentof Social Protection (when data matching is operational) and 
the Revenue Commissioners to ascertain when cardholders' circumstances 
change. It expects the rate of non-response to reduce as a result of targeted 
review of cases where the cardholder has not received medical services for a 
significant period of time and cases where the HSE has evidence that the 
cardholder's circumstances have changed (using data from the Revenue 
Commissioners and the Departmentof Social Protection). 

22.86 Historicallythe HSE has not developed an estimate of the level of excess payment in 

the medical card system. Such an estimate would allow itto measure the effectiveness 
of its control systems. 

Recommendation 22.5: The HSE should analyse the reasons for cardholders 
becoming ineligible in orderto identify the key drivers of excess payments. Such 
an exercise would inform its overall control strategy and pointtowards areas 
where additional controls maybe required at the initial application stage and 
would allowfor an identification of the main risk criteria which should be used to 
select cases for review during the eligibility period. 

Accounting Officer's Response: Agreed. The HSE agrees thatenhanced 
intelligence in relation to the reasons for loss of eligibility could be used to inform 
additional controls which maybe of benefit. 

Recommendation 22.6: The HSE should conduct reviews of random samples of 
cardholders on an annual basis. This would allowthe HSEto develop an 
estimate of the level of excess payment in the system as a whole. Tracking 
changes in this estimate of excess paymentwould allowthe HSE to evaluate the 
effectiveness of its overall control strategy. 

Accounting Officer's Response: Agreed. The HSE has conducted a random 
review in 2013 and intends completing random reviews on an annual basis. 
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23.1 The Revenue Commissioners' (Revenue) primary function is the assessmentand 
collection of taxes and duties that accountfor around 93% of the Exchequer's total 
annual receipts. It is also responsible for collecting a number of other charges on behalf 
of government departments and agencies including PayRelated Social Insurance 
(PRSI) which is payable into the Social Insurance Fund. 

23.2 The Revenue Account on Receipt of the Revenue of the State for 2012 was presented 
to Dail Eireann in April 201 3. This report reviews the key trends in the amounts 
collected between 2007 and 201 2, and the accuracy of forecasting of receipts . 

Revenue Collected 

23.3 Exchequer tax revenue increased in 2012 by around €2.4 billion or 7% to €36.5 billion 
(see Figure 23.1 ). This increase was, however, partially offset by a reduction of €0.7 
billion or9% in receipts from other charges which fell to €7.3 billion in 2012. Overall, 
Revenue collected a net€1.7 billion more in 2012than in 2011. 



Figure 23.1 Exchequer tax revenue and other receipts, 2007 to 2012 




Source: Accounts of the Receipt of the Revenue of the State 2007 to 2012 



23.4 Directtaxes are taxes on personal income, the profits earned by companies and capital 
gains. Indirecttaxes principallycom prise transaction taxes and taxes on certain 
imports. 



Direct Taxes and PRSI 



1 The OECD defines direct 
taxes as those taxes 
imposed on income, 
capital gains and net 
worth. Gift tax, death 
duties and property tax are 
also considered direct 
taxes. 



23.5 Directtaxes comprise mainly Income Tax, Corporation Tax, Capital Gains Tax and 

Capital Acquisitions Tax. 1 While not an Exchequertax, PRSI is also a direct charge on 
income and is included in this analysis as a directtax. Trends in the amounts collected 
underthese headings are shown in Figure 23.2. 
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Figure 23.2 Direct Exchequer tax and PRSI revenue, 2007 to 2012 
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Source: Accounts of the Receipt of Revenue of the State 2007 to 2012 

Income Tax and PRSI 

23.6 In 2012, Income Tax and PRSI accounted for 82% of all directtaxes and PRSI, up from 
70% in 2007. 



Income Tax 



23.7 In 2012, Income Tax accounted for justover half of all directtaxes and PRSI collected. 
Receipts declined steadily between 2008 and 201 before increasing in 201 1 following 
the introduction of the Universal Social Charge (USC). Receipts increased bya further 
net€1 .3 billion between 201 1 and 2012. The change was mainlyattributableto 

■ An increaseof€676millionto€3.8 billion in the amountcollected for the USC. This 
accounted for almost25% of all income tax receipts in 201 2. In 201 1 , the first 
€4,004 of income was exemptfrom USC. From 2012, USC atthe rate of 2% was 
applied to this income. Another causeofthe increase was thatin 201 1 Just 1 1 
months of USC was collected while in 2012 a full year's revenue was collected. 
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■ PAYE receipts increased by€562 million, or 7%, to €9.1 billion -60% of all income 
tax receipts. 

■ An additional €108 million, or23%, was collected in respect of Deposit Interest 
Retention Tax. An increase of 3% in the rates applied, from 27% to 30%, 
accounted for justunder half the additional amount collected. 

■ The amount collected in respect of Dividend Withholding Tax increased by€81 .6 
million, or 71%, to €196 million. 

■ The amount collected in respect of some taxes fell. The mostsignificant of these 
was a drop of €139 million in respect of the Income Levy to €45 million. The levy 
was abolished in January201 1 and the amounts collected in 201 2 were attributable 
to the non-PAYE sectormaking payments in respect of earlier years. 



Pay Related Social Insurance 



23.8 In 2012, there was a continuing decline in the amountof PRSI collected which 
decreased by€776 million, oralmost 10%, to €7.1 billion. This followed a decrease of 
€1.3 billion in 2011. 

23.9 The fall in the amountof PRSI collected in 201 1 arose mainlyfrom the abolition ofthe 
health levy. This had previously been collected by Revenue as part of PRSI and paid 
over to the Social Insurance Fund and then on to the Health Service Executive. The 
Social Insurance Fund received €1 .9 billion in respect of the health levy in 2010 falling 
to €1 15 million in 201 1 . The effect ofthe abolition ofthe levy was partially offset by 
increases arising from changes in the PRSI rates and rules introduced in the 201 1 
budget. 

Corporation Tax 

23.10 In 2012, the State collected €4.2 billion in Corporation Tax, an increase of 20% from the 
201 1 figure. €251 million in Corporation Tax payments received at the end of 
December201 1 were not transferred to the Exchequer until early January 2012. When 
this receipt is attributed to 201 1 , the underlying increase in Corporation Taxreceipts 
from 201 1 to 2012 is just under 6% (the data in Figure 23.2 have been adjusted to 
reflect the re-allocation of this payment to 201 1). 

23.11 Corporation Tax accounted for 21% of direct tax receipts in 2012. Receipts have 
remained relativelystable since 2009 following an overall decline of around 40% 
between 2007 and 2009. 

Capital Taxes 

23.12 Capital Gains Tax (€413 million)and Capital Acquisitions Tax(€283 mill ion) accounted 
for the balance (around 4%) of directtaxes collected in 2012. The rate for both taxes 
was increased from 25% to 30% in Budget 201 2. 

23.13 In 2007, receipts from Capital Gains Tax represented 9% of all directtaxes collected. 
By 2012, this had fallen to just over 2%. Notwithstanding the increase in the tax rate in 
2012, the amountcollected in 2012 was marginallylowerthan in 201 1 . 

23.14 The amountcollected in Capital Acquisitions Taxhas represented around 1 .5% of all 
directtaxes each year since 2008. The amountcollected increased by€39 million, or 
16%, to €283 million in 2012 when compared to 201 1 . 
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Indirect Taxes 

23.15 The three principal in direct taxes are Value Added Tax (VAT), Stamp Duty and 
Excise Duties. 1 In 2012, these taxes accounted for over 98% of indirect taxes 
collected. Customs Dutyrepresented the balance. Trends in the amounts 
collected over the period 2007 to 2012 are set out in Figure 23.3. 



Figure 23.3 Indirect Exchequer tax revenue, 2007 to 2012 
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Source: Accounts of the Receipt of the Revenue of the State 2007 to 2012 

23.16 The largestelementof indirecttaxes is VAT which accounted for 62% of indirect taxes 
in 2012. There were a number of changes to VAT rates in the 2012 budget, the most 
significant of which was an increase of 2% in the standard rate. The amountofVAT 
collected in 201 2 increased by €41 4 million to €10.2 billion when compared to 201 1 . 

23.17 Excise duties amounted to€4.6 billion in 2012 - around 28% of indirecttaxes. The 
amount collected in 2012 was around 2% lowerthan in 201 1 . 



1 The OECD defines 
indirect tax as tax imposed 
on certain transactions, 
goods or events. 
Examples include VAT, 
excise duties and stamp 
duty. 
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23.18 Stamp duty receipts increased by3% in 201 2 to justover€1 .4 billion. The main 
changes in 2012 were 

■ An increase of€90 million, or26%, in the health insurance levy to €437 million. 
The levy, which is applicable to health insurance contracts, was increased in 2012 
by 39% to €285 for each insured person aged 18 or over and by 44% to €95 for 
each insured person aged under 18. 

■ The amount collected through the levy of 0.6% of the value of assets underthe 
managementof pension schemes increased by€20 million to€483 million. 



Insurance Fund Compensation Levy 



23.19 In 2012, €46 million was collected in respect ofthe Insurance Fund Compensation Levy 
on behalf of the Insurance Compensation Fund. The Central Bank has responsibility 
underthe Insurance Act, 1964 (as amended)fordetermining whetherthe Insurance 
Compensation Fund requires financial supportand the level of contribution to be paid to 
the Fund by insurers. It set the levy, which applies to the gross premiums paid to 
insurers for policies issued in respect of risks in the State at the maximum level of 2% 
permitted underthe Insurance Act. The levy was introduced in January2012. The levy 
is collected quarterly in arrears, therefore the amount collected represents receipts for 
nine months. 



Tax Refunds and Repayments 

23.20 Entitlementto tax refunds and repayments is statutorilyunderpinned. 1 Repayments are 
subject to a valid claim being made to Revenue within four years from the end of the 
period to which the claim relates. 

23.21 A total of €6.3 billion was repaid to taxpayers in2012 — the sameas in 201 1 . Tax 
repayments forthe years from 2007 to 2012 are setout in Figure 23.4. 



Figure 23.4 Repayments by Revenue, 2007 to 2012 



1 Section 865, Taxes 
Consolidation Act 1997. 
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Source: Accounts of the Receipt of Revenue of the State 2007 to 2012 

Note: Other includes Stamp Duty, Capital Gains Tax, Capital Acquisitions Tax and Customs Duties 



23.22 Three taxes accounted for 99% of repayments in 2012 

■ repayments in respectof VAT of €2.8 billion 

■ €2.6 billion of Income Tax repayments 

■ €800 million of Corporation Tax repayments . 
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23.23 Overall, repayments in 2012 amounted to 17% of net taxes and duties collected (201 1 : 
18%). The trends in repayments for VAT, Income Tax and Corporation Tax are shown in 
Figure 23.5. The trend, since 2009, of a fall in repayments as a proportion of net 
receipts continued for both Income Tax and Corporation Tax. 



Figure 23.5 Repayments by Revenue as proportion of net tax yields, 2007 to 
2012 
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Source: Accounts of the Receipt of Revenue of the State 2007 to 2012 



Tax and National Output 

23.24 In 2012, net receipts collected by Revenue as a proportion of Gross Domestic Product 
(GDP) 1 was 26.7%, an increase of around 0.8% when compared with 201 1 (see Figure 
23.6). This reversed the trend from 2008 to 201 1 when net receipts as a proportion of 
GDP fell each year. 



Figure 23.6 Amounts collected by Revenue and GDP, 2008-2012 
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Source: Central Statistics Office Quarterly National Accounts, Quarter 1 2013. Accounts of the Receipt of 
Revenue of the State 2008 to 2012. 

Note: a Includes net tax receipts, PRSI and other charges. 



23.25 Figure 23.7 shows the trends in net receipts and GDP from for the years from 2003 to 
2012. 

1 Gross Domestic Product 
measures the total output 
of the economy in a period 
i.e. the value of income 
generating work done by 
employees, companies, 
and self employed 
persons. 
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Figure 23.7 Index change in net tax receipts and GDP, 2003 to 2012 
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Analysis: Office of the Comptroller and Auditor General 

23.26 In the period between 2003 and 2007, net tax receipts grew at a faster rate than GDP 
while between 2008 and 201 the decline in tax receipts exceeded the fall in GDP. 
Over those three years, GDP fell by 12% while net tax receipts fell by 1 9%. Since 201 1, 
thattrend has reversed - in the two years to the end of 2012, GDP increased by around 
3.7% while nettax receipts increased by6.7%. 

23.27 The Accounting Officer has previously pointed outthat the tax yield from the 
construction and property sectors, which contribute to the investmentcomponentof 
GDP, is higherthan in othersectors and the decline in these sectors largelycontributed 
to the sharper decline in tax revenues when compared with the fall in GDP over the 
period 2008 to 2010. 

Tax Forecasting 

23.28 For Budget purposes, Exchequertax receiptforecasts are prepared by the Department 
of Finance with the assistance of Revenue. Forecasting of tax receipts includes taking 
into account changes to tax rates, adjusting prioryear receipts for once -off factors and 
estimating the growth in individual tax heads by reference to macroeconomic 
projections. Forecasts of PRSI receipts are prepared by the Departmentof Social 
Protection. 

23.29 Overall, tax revenues in 201 2 were 0.4% ahead of the levels forecast, while receipts 
from PRSI were around 8% below forecast. The differences between actual and 
forecast receipts each year from 2007 to 2012 are setout in Figure 23.8. 
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Figure 23.8 Exchequer tax revenue and PRSI compared to forecast, 2007 to 2012 
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Source: Accounts of the Receipt of Revenue of the State, Department of Finance Cumulative Profile of 
Expected Tax Revenue Profiles, Revised Estimates of Public Expenditure and Social Insurance Fund 
Accounts. 

23.30 For the two largesttaxheads, Income Tax and VAT, outturn was below forecastfor most 
years in the period 2007 to 2012. 

PRSI Receipts 

23.31 The outturn for PRSI has varied significantlyfrom forecastfor all years from 2007 to 
2012. It might be expected that there would be a correlation between the outturn when 
compared with forecastfor Income Tax and PRSI. However, as Figure 23.8 shows, 
there has been a difference in the outturn againstforecastforthesetwo revenue 
sources overthat period. In 201 1 , PRSI receipts were 4% above the forecast. By 
contrast, in 2012, PRSI receipts were 8% below the levels forecast. I asked the 
Accounting Officer for the Department of Social Protection (DSP) what had given rise to 
that variation. 
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Views of the Accounting Officer of the Department of Social Protection 

23.32 The Accounting Officer has pointed out that there were a total of 1 7 changes affecting 
PRSI receipts in Budget 201 1 , the 201 1 Jobs Initiative and Budget201 2. These 
included the introduction of the Universal Social Charge (which is part of Income Tax) 
and the abolition of the Health Levy. 

23.33 The Department prepared its projections of 201 2 PRSI receipts on an 'existing level of 
service basis', and taking accountof the emerging receipts outturn in 201 1 . This was 
adjusted to take accountof the expected impact of Budget2012 changes . 

23.34 In early 201 2, Revenue brought to the Department's attention an issue with the 
classification of PRSI and Income Tax in 201 1 . This came to lightfrom the 201 1 P35 
forms, due for filing by end February2012. Revenue's examination found thatsome 
employers had misclassified the 201 1 Universal Social Charge deductions as PRSI. In 
addition, direct debit receipts in 201 1 had been apportioned based on employers' last 
available P35 returns (for 201 or earlier). 

23.35 Following the Revenue analysis, the Department reduced its estimate of PRSI receipts 
for 2012 by €300 million. This was reflected in a revised estimate published in April 
2012. 

23.36 The Accounting Officer stated that the outturn for 2012 was 4.5% below forecastwhen 
compared to the revised estimate. She also noted that the PRSI measures introduced 
in the 201 1 and 2012 budgets along with PRSI measures introduced in the Jobs 
initiative in 201 1 were complexand interact with one another. She stated that it was not 
possible based on PRSI data contained in the P35 returns, to disaggregate the 
individual impactofthese measures. 

Conclusions and Recommendation 

23.37 The net amountcollected byRevenue in2012was4% higherthan in 201 1. This 
followed a 2% increase in 201 1 . The overall increase masks a significant shift between 
PRSI and Income Tax receipts, following the introduction of the Universal Social Charge 
in 2011. 

23.38 Net tax receipts in 201 2 were 26.7% of Gross Domestic Product. This was 0.8% higher 
than in 2011. This increase reverses the trend from 2008 to 2011 when net receipts, as 
a proportion of GDP, were falling. 

23.39 The accuracy of forecasting receipts from Income Tax, which is the highestyieldingtax, 
has improved steadilysince2008. However, despite the expectation that there would 
be correlation between PRSI and Income Tax, PRSI receipts have been significantly 
different from the amountforecast. The Accounting Officer for the Department of Social 
Protection stated that the Department would continue to review its forecasting 
methodologyand liaise with the Departments of Finance and Public Expenditure and 
Reform on the interpretation of relevant macro-economic information in orderto ensure 
greaterconsistencyinthe approach to forecasting Income Taxand PRSI receipts. 
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Annex A Collection and Repayment of Revenue, 2008 to 2012 





2008 


2009 


2010 


2011 


2012 


Change 2011 














to 2012 




€m 


€m 


€m 


€m 


€m 


€m 




Gross amount collected 


60,061 


50,744 


47,559 


48,427 


50,175 


1,748 


3.6% 


Repayments of taxes and duties 


(9,178) 


(8,148) 


(6,420) 


(6,269) 


(6,302) 


33 


0.5% 


Repayments of other charges 


(71) 


(82) 


(86) 


(58) 


(67) 


9 


15.5% 


Net amount collected 


50,812 


42,514 


41,053 


42,100 


43,806 


1,706 


4.1% 


Of w hich 
















Income Tax 


13,195 


11,839 


11,265 


13,814 


15,151 


1,337 


9.7% 


Corporation Tax 


5,071 


3,890 


3,944 


3,500 


4,215 


715 


20.4% 


Capital Gains Tax 


1,424 


544 


345 


416 


413 


(3) 


(0.7%) 


Capital Acquisitions Tax 


343 


256 


237 


244 


283 


39 


16.0% 


Total direct taxes 


20,033 


16,529 


15,791 


17,974 


20,062 






Value Added Tax 


13,432 


10,638 


10,102 


9,752 


10,166 


414 


4.2% 


Excise 


5,432 


4,734 


4,667 


4,704 


4,592 


(112) 


(2.4%) 


Stamp duties 


1,763 


1,001 


962 


1,383 


1,426 


43 


3.1% 


Customs duties 


245 


208 


229 


240 


242 


2 


0.8% 


Total indirect taxes 


20,872 


16,581 


15,960 


16,079 


16,426 






Fyrhpmipr Rpvpiiiip 
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40,905 


33,110 


31,751 


34,053 


36,488 


2,435 


7.2% 


Pay Related Social Insurance 


9,707 


9,207 


9,110 


7,857 


7,081 


(776) 


(9.9%) 


Tobacco Levy 


168 


168 


168 


168 


168 





0.0% 


Insurance Compensation Fund Levy 










46 


46 


100.0% 


Environmental Levy 


26 


24 


19 


16 


14 


(2) 


(12.5%) 


Other 


6 


5 


5 


6 


9 


3 


50.0% 


Non Exchequer Revenue 


9,907 


9,404 


9,302 


8,047 


7,318 


(729) 


(9.1%) 



Source: 



Accounts of the Receipt of the Revenue of the State, 2008 to 2012 
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Management of Revenue Debt 



24.1 Within Revenue, primary responsibilityfor debt management rests with the Collector 
General's Office which has responsibilityfor the collection of taxes and duties and their 
allocation to the appropriate taxpayer account. The purpose of its debt management 
function is to ensure the timelycollection of mostof the business and personal taxes for 
which Revenue has responsibility. 

24.2 In 201 2, debt collection work was conducted in 24 debt management units that 
managed case loads categorised into five tiers to take accountofthe average size of 
the cases being managed. 1 Four of these were additional units established in 201 2. 

24.3 About 700 Revenue staff were employed in debt collection and compliance activities in 
201 2 of whom around 63% were engaged in debt collection activity and the remainder 
were involved in compliance work. Staff were allocated to the various debt management 
units based on the value of the tax at risk. Large cases (i.e. those with the highest 
value payments) have the highest ratio of staff to taxpayers. In addition, five specialist 
units manage particular higher-risk categories of cases. 

■ The CommonalityUnitmanages cases linked bycommon companydirectors where 
the debt exceeds €250,000. 

■ The Phoenix Unitmanages cases involving businesses linked through principals 
involved in previously-failed businesses where limited liabilityprotection resulted in 
non-payment of fiduciary taxes. 

■ The Dedicated Enforcement Unit undertakes collection enforcement action of a 
more complexnature. 

■ Two insolvencyunits have overall responsibilityfor managing Revenue's response 
to insolventcases i.e. liquidation, receivership, examinership and bankruptcy 
cases. 

24.4 This report reviews Revenue's debt collection function and, in particular, trends in the 
value of tax debtoutstanding, the collection status and age of the debt, and tax debts 
written off. 



1 Case size is computed 
for each tax head that a 
taxpayer is registered for. 
It is based on the average 
tax liability and/or 
collection posted in a 24 
month period prior to the 
current period forthattax. 
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Outstanding Tax Debt 

24.5 The estimated value of tax outstanding increased by 64% from March 2008 to March 
2010, since when it has remained relativelystable. Debt comprises outstanding 
liabilities less the total value of repayment claims made bytaxpayers. Details are set out 
in Figure 24.1 . 



Figure 24.1 Estimated debt outstanding at month end, March 2008 to March 2013 



Total debt 
€ m 

2,500 t 




Mar-08 Mar-09 Mar-10 Mar-11 Mar-12 Mar-13 



Source: Estimates by Office of the Revenue Commissioners 



24.6 The value of tax outstanding varies on a yearly cyclical basis. Peakdebtoutstanding 
occurs in February/March each year, largely reflecting the impactof filing deadlines in 
respect of employer's fiduciarytaxes (PAYE and PRSI). The lowestdebtinthe period 
from March 201 2 to March 2013 was in August2012 when debt stood atjustunder€1 .8 
billion. 



24.7 Figure 24.2 shows the estimated taxoutstanding by tax type and summarises the 
charges raised, the payments made and the amounts written off in the twelve -month 
period ended on 31 March 2013. The two largestcategories ofdebtoutstanding atthat 
date were Income Tax (estimated at€647 million excluding PAYE) and VAT (an 
estimated €434 million). Directtaxes outstanding — mainly Income Tax, Capital Gains 
Tax and Corporation Tax — accountfor 59% of the total debt (March 2012: 56%), while 
fiduciarytaxes — mainly VAT, PAYE and PRSI accountfor 41% of the total (March 
2012:44%). 

24.8 The estimated total debtoutstanding atend March 2013 was equivalentto 5.6% of the 
net charges raised in the year 201 2/201 3. 1 This represented a small increase from the 
level of around 5.3% of net charges raised in 201 1/2012. In 2007, debt outstanding was 
2.7% of the net charges raised. 



1 The debt outstanding 
and net charges exclude 
those taxes which are not 
the subject of deferred 
collection including 
Customs, Excise, Stamp 
Duty and that element of 
VAT associated with 
Customs and Excise. 



24.9 Two taxes, Income Tax and Capital Gains Tax, accounted for 6.3% of the net charges 
raised in 2012 but accounted for 45% of the debtoutstanding at March 2013. 
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Figure 24.2 Movement in estimated outstanding taxes and PRSI, 201 2/201 3 a 



Tax or Levy 


Balance at 
31 March 
2012 


Net 
charges 
raised b 


Paid 


Written Adjustment 
off 


Balance at 
31 March 
2013 


Balance 
as % of 
charges 
raised 




€m 


€m 


€m 


€m 


€m 


€m 




VAT 


514 


8,535 


(8,494) 


(130) 


9 


434 


5% 


PAYE 


164 


13,767 


(13,748) 


(32) 


15 


166 


1% 


PRSI 


178 


7,041 


(7,033) 


(37) 


10 


159 


2% 


Income Tax 


627 


2,069 


(2,018) 


(30) 


(1) 


647 


31% 


DIRT 


— 


488 


(488) 






— 


— 


Corporation Tax 


177 


3,326 


(3,251) 


(12) 


1 


241 


7% 


Capital Gains Tax 


297 


187 


(205) 


(19) 




260 


139% 


Capital Acquisitions Tax 


3 


281 


(274) 




20 


30 


11% 


Relevant Contracts Tax 


26 


81 


(82) 


(11) 


13 


27 


33% 


Environmental Levy 




50 


(14) 




5 


41 


82% 


Air Travel Tax 




35 


(34) 






1 


3% 


Total 


1,986 


35,860 


(35,641) 


(271) 


72 


2,006 


6% 



Source: Estimates by Office of the Revenue Commissioners 

Notes: a Tax is regarded as outstanding from the date the liability is placed on the taxpayer's record - usually , as a result of the 
receipt of a return or the raising of an estimate. 



b Net charges raised include estimates in cases of non-filing. The corresponding charges in the year to March 2012 were 
reported by Revenue at €37.2 billion. 

c Outstanding debt at the end of March 2013 was calculated using a new Revenue computer system. The balances at end 
March 2012 were calculated using the previous system. The adjustment reflects the unreconciled difference between the 
opening and closing balances. 

24.10 The closing debtis debtof €2 billion comprising outstanding taxpayer liabilities of€2.2 
billion less repaymentclaimsof€206 million thathad been submitted bytaxpayers. 

Status of Outstanding Debt 

24.11 Outstanding debtis classified as 

■ Debt under appeal and unavailable for collection — where a taxpayer has appealed 
the value of the tax assessment, Revenue is precluded from collecting the debt. 

■ Debt that is effectively not available for collection — the debtof taxpayers who are 
in liquidation, exam inership or certain receiverships is regarded byRevenueas 
being effectively not available for collection 

■ Debt which is available for collection is categorised between amounts which are 
subject to ongoing collection activities, are the subject of payment agreements with 
the taxpayer or are underenforcementwith eitherthe sheriffor Revenue's 
solicitors. 
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Figure 24.3 Collection status of tax debt, by tax type, March 201 3 a 




■Appeal □ Insolvency ■ Enforcement □ Payment agreements □ Not settled 



Source: Office of the Revenue Commissioners 

Note: a The taxes shown account for 95% of all tax debt. Capital Acquisitions Tax, Relevant Contracts 
Tax, the Environmental Levy and Air Travel Tax have been excluded. 

24.12 Overall, 38% of the debt at March 2013 was underappeal and a further 3% was 
involved in insolvencyproceedings (see Figure 24.3). Therefore, €826 million was 
regarded as unavailable for collection at the end of March 2013. Most of the debt under 
appeal (around 80%) relates to direct taxes. Over 93% of the value of debt in appeal 
related to 2009 or earlieryears of assessment while almost half related to 2005 or 
earlier. 

24.1 3 Just under€1 .2 billion or 59% of the debt at end March 201 3 was classified as available 
for collection. 

■ About 24% of the outstanding debt was subjectto enforcement action (2012: 20%), 
mainlyin relation to VAT and Income Tax debts. 

■ Payment agreements were in place in respect of only 6% . 

■ About 29% of the outstanding debt (around €580 million) was deemed to be 
collectible, butat end March 2013 was neithersubjectto payment agreementnorto 
any enforcement proceedings. 

24.14 When debt is underappeal, interest where due continues to accumulate from the date 
when the tax liability fell due. During an appeal period, Revenue continues to engage 
with taxpayers and settlements maybe reached priorto an appeal being determined by 
the Appeal Commissioners orthe courts. 
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Debt Collection Targets 

Targets for 2012 and 2013 

24.15 Revenue set itself a 'stretch' target, to reduce the level of its outstanding collectible debt 
(i.e. excluding debt underappeal and debt at insolvency) from justunder€1 .3 billion at 
end November201 1 to €1 billion by end November 20 12 — a target decrease of around 
22%. At the end of November 201 2, the level of collectible debtoutstanding had 
reduced by €24 million -a reduction of justunder2% from November201 1 . 

24.16 Revenue pointed out that the ongoing extremelychallenging economic and financial 
environmentin which it is operating impacted negativelyon its debt recovery 
programmes and resulted in the target not being achieved. 

24.17 The target for November 201 3 is to reduce the debt available for collection to €1 .2 
billion, which represents a target reduction of 4% from the collectible debt at November 
2012. 

Measures of Debt Collection Performance 

24.18 In my 2011 Report on the Accounts of the Public Service, I recommended that Revenue 
should develop more specific performance measures in relation to its debt management 
function, reflecting the complexity of the underlying factors. For example, it could 
considersetting separate outstanding debttargets forfiduciaryand direct taxes; and 
differentiating in setting debt age profile targets between collectible debtand debt under 
appeal. The Accounting Officer agreed with the recommendation and stated that in 
relation to collectible debt, Revenue was developing additional performance measures. 
She also noted that an IT developmentthen being tested would facilitate enhanced 
reporting on debt management performance. 

24.19 In responseto my enquires aboutprogress made in respect ofthis recommendation, 
Revenue stated that targets have been set at individual debt management unit level, 
and by tax type, for the first time. Revenue also pointed outthat it has introduced a new 
debt analysis tool — an Arrears Case Analysis Tool (ACAT) — to provide detailed 
analysis of debt and to facilitate progression towardsthe achievement ofthe targets. 

24.20 Since October 201 2, the ACAT system has been fully operational across all debt 
managementunits operating in the Collector General's Division. Revenue stated that 
the system allows for more focused risk-based assessment of cases and thatthere is a 
managementfocus on evaluating the impactof interventions taken. Revenue noted that 
it is too early yet to evaluate the impactof the ACAT system butstated that the results 
from testing of the tool in 2012 were positive. Revenue pointed out that two newly 
commissioned debtmanagementunits had collected €75 million in tax yield by using the 
ACAT system as the primarydriver in the selection of over 12,000 cases for intervention 
and that a ecu rate case cove rage and yield ofthis scale would nothave been possible 
withoutthe analysis using the ACAT system. 

Age of Debt 

24.21 Forage analysis purposes, Revenue defines the debt start date as the latestof one of 
the following: (a) the date the charge giving rise to the debt came on the taxpayer's 
record (b) the due date for the tax or (c) the release date of an appeal stop. At the end 
of March 201 3, using this basis, 35% of debt was less than one year old while 9% was 
more than five years old. Details are setout in Figure 24.4. 
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24.22 28% of the debt is classified as imaged. 1 When the unaged debt is excluded, almost 
half of the debt is less than one year old. 

24.23 By way of comparison, Figure 24.4 also shows Revenue's aged analyses of tax 
balances outstanding at March 201 3 based on the debtstart date with an analysis 
based on the year of the assessed liabilityof the tax debt. 

Figure 24.4 Tax debt outstanding, March 2013 



Tax debt by year of 
coming on Revenue 
record 



Tax debt by year of 
assessed liability 




0% 20% 40% 60% 80% 100% 



Source: Estimates by Office of the Revenue Commissioners 

24.24 When tax debt is aged by the year of assessed liability, almostthree-quarters of the 

debt is three years or more old. Debt aged by the date it came on the Revenue record 
shows thata quarterofthe debt is regarded as three or more years old. 



Write-Offs of Tax Debts 

24.25 Tax debts are written off by Revenue in situations where the debts are found to be 

unenforceable e.g. where a business is liquidated. Atotal of €287 million of taxes and 
PRSI was written off during 201 2 — a decrease of 1 1% compared to write offs in 201 1 . 
81% of the taxes written off in 2012 were fiduciary taxes and the balance was in respect 
of direct taxes. Trends in fiduciary and directtaxes written off for the years 2008 to 
2012 are setout in Figure 24.5 (see also Annex A). 



I.The debt which Revenue 
classifies as unaged is 
debt at appeal (€762 
million) less claims 
awaiting repay ment (€206 
million) and balances 
under €100. 
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Figure 24.5 Taxes written off, 2008 to 2012 
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Source: Office of the Revenue Commissioners 

24.26 Almostall of the write-offs are assessed on a case-by-case basis. Small debts due from 
115,119 taxpayers , totalling around €1 .5 million (an average of €1 3 each), were 
considered uneconomicto pursue and were written off in 201 2 on an automated basis. 

Write-Offs by Sector 

24.27 The mostcommon causes of tax write-off were company liquidations and cessation of 
trade with insufficient liquid assets which together accounted for65% of the debt written 
off, affecting mainlyfiduciary taxes. Three economic sectors accounted for 56% of the 
total tax written off in 201 2 

■ construction sector — €68 million (24%) 

■ wholesale and retail trade sector — €55 million (19%) 

■ accommodation and food services sector — €38 million (13%). 

24.28 There were 51 cases in 201 2 where the amount written off was greaterthan €0.5 
million. These cases accounted for 16% of the total debt written off, or€44.8 million. 
The average writeoff was €878,400. The largestsingle amountwritten off in 2012 was 
€4.46 million in respect ofVAT, PAYE, PRSI and Relevant Contracts Tax. 

Conclusions and Recommendation 

24.29 The estimated amount of debt owed to Revenue has remained stable atend March over 
the lastfour years, at around €2 billion. 

24.30 Over 40% of debt was regarded by Revenue as currently being non-collectible, mainly 
dueto the debtbeing underappeal. An estimated 93%ofthe value of debtin appeal 
related to 2009 or earlieryears of assessment while almosthalf related to 2005 or 
earlier. 



24.31 Revenue has improved its debt managementsystem, which provides itwith better 
information on the level and composition of tax debt. This should allow Revenue to 
refine its strategy, resulting in a more targeted approach. Revenue set itself an overly 
ambitious targetfor reducing the level of collectible debtby November 2012 by 22% 
year on year. The target reduction for the 12 months to November 20 13 is 4%. 
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24.32 The definition of the debt start date used by Revenue is appropriate for performance 

management purposes. It should be noted that this approach results in much younger 
debt than if debt was aged by the assessed yearof liabilities and the aged analysis is 
affected by the exclusion of debt underappeal. 

Recommendation 24.1: Revenue should use its improved management 
information to inform its target setting for the reduction of collectible debt. Targets 
should be realistic butchallenging and should not be distorted by factors outside 
Revenue's control e.g. the proportion of debt underappeal. 

Accounting Officer's Response: Agreed. Revenue utilised the Arrears Case 
Analysis Tool to assistin formulating and reporting on the debt targets for 2013. 
Targets set relate to debt available for collection, which excludes debt under 
appeal and debtat insolvency. However, widerfactors outside Revenue's control, 
such as available resources and the general economicenvironmentcontinueto 
influence targetsetting. 



277 



Management of Revenue Debt 



Annex A 



Taxes written off, 2008 to 201 2 





2008 


2009 


2010 


2011 


2012 




€m 


€m 


€m 


€m 


€m 


Fiduciary taxes 












VAT 


58 


102 


134 


149 


130 


PAYE 


20 


37 


44 


46 


39 


PRSI 


25 


47 


61 


60 


50 


Relevant Contracts Tax 


13 


17 


22 


20 


14 




116 


203 


261 


275 


233 


Direct taxes written off 












Income Tax 


5 


10 


25 


27 


32 


Corporation tax 


3 


4 


8 


10 


5 


Capital Gains Tax 


1 


3 


4 


8 


16 




9 


17 


37 


45 


53 


Automatic w rite-offs 


4 


2 


1 


1 


1 


Total tax written off 


129 


222 


299 


321 


287 



Source: Office of the Revenue Commissioners 
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Taxpayer Compliance 



25.1 Timely compliance byall taxpayers with their due taxation liabilities is important if the 
tax system is to be equitable and to avoid distortion of trade and business. In a tax 
system that is based on self-assessment, there are certain risks thattax may not be fully 
collected (see Figure 25.1 ). Those risks include 

■ registration risk — taxpayers do not registerfor tax when they are required to do so 

■ filing risk — taxpayers do notfile required returns or submit returns late 

■ assessmentrisk — tax returns filed do not fully disclose income ortaxes due 

■ paymentrisk — declared taxes are notsubsequentlypaid. 



Figure 25.1 Tax compliance framework - self assessment 



Economic activity 
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Tax liability 
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Filing of returns 




Tax collected 
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j 



Tax gap 



Tax gap — an economic concept covering all recorded and unrecorded economic activity in the State. It is 
defined as the difference between tax collected and the tax that should have been collected if every liable 
person complied w ith their obligations. 

Audit gap — a more immediate target for Revenue activity in that it refers to the difference between the 
amount of tax that w ould be collected if all registered taxpayers were audited and the amount they 
voluntarily pay under self assessment. Analysis of the results of casesselected atrandomforaudit 
provides Revenue w ith useful information on trends in compliance. 
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25.2 In orderto manage taxpayer compliance effectively, the Revenue Commissioners need 
to 

■ know the underlying extent of non-compliance among taxpayers 

■ design and implementcosteffective activities to detect non-compliance 

■ ensure taxes due are collected and penalties imposed on those who are non- 
compliant.sothatthere is a clear deterrent effect. 

25.3 This report reviews Revenue's approach to monitoring and managing taxpayer 
compliance in those keyareas. 

25.4 The examination included a review of Revenue's performance information in relation to 
its audit workand an analysis of the database used byitto record auditactivity. Trends 
in the numbers oftaxpayers prosecuted and the outcomes were also reviewed. 
Individual taxpayers' files were not examined. 

Assessing Taxpayer Compliance 

25.5 The primary measures of taxpayer compliance are the tax gap and the auditgap. 
Revenue does not currently estimate the tax gap due to issues around accurate 
estimation of the gap and concerns about its usefulness atan operational level. 
Revenue does some work in relation to the links between relevanteconomic indicators 
and tax collected butthis does not provide reliable indications of tax non-compliance 
levels. 

25.6 The Accounting Officer pointed out that Revenue economists undertake analysis of the 
economic environmentand investigation of the potential effects of changes on tax 
collection. Recentexamples include analysis of the links between indebtedness of 
businesses and theirtax com pliance. Twice yearly outlook reports are also produ ced 
for senior management. The research focuses on the links between relevant econom ic 
indicators and tax collected. It is aimed atunderstanding Revenue's operating 
environmentand is not intended to generate indicationsof non-compliance levels. 

Random Audit Yield 

25.7 The auditgap relates to tax liabilities unpaid bypersons who are dulyregistered fortax 
purposes. Revenue operates a random auditprogramme with around 400 audits of 
randomlyselected individual taxpayers and businesses commenced annually. 1 Certain 
complexaudits maytake a numberof years to complete. 

25.8 The outcomeof the random audit programmes for 2008 to 2012 is shown in Figure 25.2. 
Additional taxes were levied as a resultof random audits in aboutone third of cases 
over the period under review. This rate has remained largely unchanged overthat 
period. 

1 In general, pay as you 
earn (PAYE) taxpayers are 
excluded from selection fa- 
audit under the random 
audit programme. 
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Figure 25.2 Proportion of random audits resulting in additional yield, 
2008 to 201 2 (up to March 201 3) 





2008 


2009 


2010 


2011 


2012 


Number of audits completed 


399 


398 


390 


380 


294 


Number of audits that yielded additional tax 


120 


139 


139 


126 


84 


Yielding cases as % of completed cases 


30% 


35% 


36% 


33% 


29% 



Source: Office of the Revenue Commissioners 



25.9 Random audits focus initiallyon a particulartax year termed the base year. 1 However, 
where non-compliance is discovered, Revenue mayalso review tax returns for earlier 
years and audityield mayalso arise in respect of these. The reported results 
distinguish between audityield in the base year and in other years (see Figure 25.3). 
The base year yield averaged at around 42% of the total yield for audits initiated in 2008 
to 2011. 



Figure 25.3 Audit yield 3 from random audits, 2008 to 201 2 (up to March 2013) 





2008 


2009 


2010 


2011 


2012 


Base year yield (€000) 


1,173 


1,155 


923 


579 


321 


Yield for other years (€000) 


1,451 


1,461 


1,443 


845 


225 


Total yield (€000) 


2,624 


2,616 


2,366 


1,424 


546 


Average yield for all audits completed 


€6,600 


€6,600 


€6,100 


€3,700 


€1,900 


Average yield in yielding audits 


€22,000 


€18,800 


€17,000 


€11,300 


€6,500 



Source: Office of the Revenue Commissioners 

Note: a Yield includes tax, interest, penalties and surcharges. 



25.10 At end March 2013, the random audit program me for 201 2 was justunder75% 
complete. The experience in previous years has shown thatthe average yield from 
random audits increases as more audits are completed, because higher value cases 
generallytake longerto complete. The results of the 2008 to 2010 programme show 
that 

■ the average yield from all audits completed was between €6,1 00 and €6,600 

■ when non-yielding cases are excluded, the average yield varied between €17,000 
and €22,000. 

25.11 Figure 25.3 compares the state of completion of audits forall years at March 2013. 
Figure 25.4 shows the outcome forthe 2008 to 201 1 random audit programmes at the 
same stage in the cycle i.e. 15 months afterthe end of the program me year. 



1 The audits completed as 
part of the 201 1 
programme focused on a 
rev iew of 2009 tax returns. 
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Figure 25.4 Random audit programme, 2008 to 201 1 (audit yield 9 at 15 months 
after programme year) 





2008 


2009 


2010 


2011 




At March 


At March 


At March 


At March 




2010 


2011 


2012 


2013 


Number of audits completed 


383 


361 


370 


380 


Base year yield (€000) 


1,145 


868 


818 


579 


Yield for other years (€000) 


1,330 


1,086 


1,228 


845 


Total yield (€000) 


2,475 


1,954 


2,046 


1,424 


Average yield for all audits completed 


€6,500 


€5,400 


€5,500 


€3,700 


Average yield in yielding audits 


€21,500 


€16,200 


€16,000 


€11,300 



Source: Office of the Revenue Commissioners 

Note: a Yield includes tax, interest, penalties and surcharges. 



25.12 Figure 25.4 shows thatthe average yield per case for the 201 1 programme was around 
a third lowerthan the 2009 and 2010 programmes atthe same pointin the audit 
programme cycle and 43% lowerthan the 2008 programme. This suggests thatthe 
more recent programmes are loweryielding. 

Estimating the Audit Gap 

25.13 Analysis of the outcomeof a well designed random auditprogramme can provide 
Revenue with a sound basis for valuation of the overall audit gap. In orderto estimate 
the gap, the additional tax yield from random audits needs to be com pared with the 
original liabilitydeclared by the taxpayer. However, this information was not collated by 
Revenue prior to July 201 2. Since July 201 2, the value of tax under-declared and the 
original liabilityis recorded in relation to all cases audited as partof the random audit 
programme. 

25.14 In orderto estimate the auditgap, the examination compared the original declared 
liabilitywith the audittax yield for the 380 completed audits from the 201 1 random audit 
programme (see Figure 25.5). The main results of the analysis are that 

■ More than one third of taxpayers selected randomlyhad underpaid theirtaxes. 

■ The auditgap for the base year (2009) was an estimated 3.1 % liability. 

Figure 25.5 Taxpayer compliance rates based on 2011 
random audit programme 

Total 

Number of cases completed 380 
Total liability in base year €14,935,144 
Of w hich tax in base year as a result of audit 3 €464,81 9 

Proportion of undeclared tax in 2009 3.1% 



Source: Analysis of the Office of Comptroller and Auditor General 

Note: a Additional tax in the base year excludes interest and penalties. 
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25.1 5 The auditgap has been estimated using the 380 cases where audits had been 
completed. This estimate maychange upon completion ofthe audits in the remaining 
20 cases in the programme, as experience in previous years has shown thatthose 
cases settled latertend to be morecomplexand often resultin high yield amounts . 
Regularestimation ofthe auditgap would indicate whetherthe level of undeclared 
income is changing overtime. 

Detecting Non-Compliant Taxpayers 

25.16 Revenue uses a number of procedures to identify registered taxpayers at risk of under- 
declaration of liability. These include 

■ screening of tax returns againstsectoral and business norms 

■ data matching of information held on Revenue's own records to identify apparent 
inconsistencies 

■ use of third party data 

■ use of local or sectoral knowledge 

■ a suspicioustransactions report. 1 

25.17 Cases athigherriskof under-declaration are investigated eitherbyway of non-audit 
checks, through to a more intensive auditof the taxpayers records by reference to the 
tax returns submitted orbyway of a special investigation 2 Any of these may resultin 
additional taxand intereston late paymentbeing levied and in some cases the 
imposition of civil or criminal sanctions. 

Non-Audit Interventions 

25.18 Ratherthan proceeding immediatelyto costly audit processes in all cases where ithas 
identified a riskof undeclared liabilities, Revenue first seeks assurance thata customer 
is broadly compliantthrough the use of non-audit interventions. Non-audit interventions 
involve verifying documentation and requesting additional information in orderto 
address a specific risk identified by Revenue. They can include 

■ the examination of customs declarations 

■ verifying the accuracy of VAT repaymentclaims 

■ following upon issues arising from suspicious transaction reports 

■ verifying PAYE tax creditand repaymentclaims and checks on potential non- 
declaration of additional income sources 

■ eligibilitychecks for disclosure schemes. 

Non-audit interventions can resultin the levying of additional tax as a result of enquiries, 
or in escalation ofthe case to a full audit. The numbers of non-audit interventions 
conducted in 2012 and the proportion of those resulting in additional yield is shown in 
Figure 25.6. 



2 DIRT and off-shore 
funds investigations are 
two examples of special 
investigations. 



1 Under the Criminal 
Justice Act 1994 (as 
amended) designated 
bodies are required to 
report to An Garda 
Sfochana and Revenue 
where they have a 
suspicion that a money 
laundering offence may 
have been committed. 
These reports are known 
as suspicious transaction 
reports. 
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Figure 25.6 Revenue non-audit interventions 
and outcomes, 2012 

Total 

Number of interventions carried out 528,755 
Proportion of interventions w ith yield 7% 
Total yield (€m) 133 

Average yield per yield case €3,585 
Source: Office of the Revenue Commissioners 

Risk -Based Audits 

25.20 A Revenue auditinvolves examining tax returns, declarations of liability, repayment 
claims and the compliance of a taxpayer with tax legislation. 



25.21 In addition to its random auditprogramme, Revenue targets cases forauditin a number 
of ways including the use of its Risk Evaluation Analysis Profiling system (REAP) which 
ranks taxpayers relative to one another, based on a numberof specified riskfactors. 1 
Cases mayalso be selected forother reasons including, forexample, information 
provided by third parties orwhen a particularsectororscheme has been targeted for 
examination. 



25.22 Revenue carried out 8,573 risk-based audits in 201 2 yielding a total of €355 million (see 
Figure 25.7). 



Figure 25.7 Revenue audit activity and outturn, 2012 





Revenue 
districts 


Large Cases 
Division 


Special 
investigations 3 


All 

audits 


Audits carried out b 


8,116 


202 


255 


8,573 


Proportion of audits w ith yield 


69% 


62% 


95% 


70% 


Total yield (€m) 


270 


56 


29 


355 


Average yield per yield case 


€48,153 


€446,328 


€121,745 


€59,440 


Highest case yield (€m) 


15.0 


7.4 


3.3 





Source: Office of the Revenue Commissioners 

Notes: a Includes special investigations and audits completed by Revenue's Investigations and 
Prosecutions Division. 

b Excludes Stamp Duty and Capital Acquisitions Tax audits and audits completed under 
Revenue's Random Audit Programme. 



1 REAP is a computerised 
risk profiling system in use 
since 2008. It rates 
taxpayers, relative to one 
another, using information 
from Revenue's other 
systems as well as 
information from third 
parties such as the Health 
Serv ice Executiv e, the 
Department of the 
Environment, Community 
and Local Government 
and the Taxi Regulator. 



25.23 There has been a downward trend in the numberof risk based audits carried out, which 
declined by 34% over the period 2007 to 2012 (see Figure 25.8). Average yield per 
case has declined byabout 1 8% over that period. An increase in the average for 
Revenue districts has been offset by falls in the averages for special investigations and 
large cases in2012. 
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Figure 25.8 Risk-based audits, 2007 to 2012 



va i ue Num ber of audits (2007 = 100) 




20 - 



-I 1 1 1 1 1 

2007 2008 2009 2010 2011 2012 



Index 

value Averageyield(2007 = 100) 
140 7 




2007 2008 2009 2010 2011 2012 



Source: Office of the Revenue Commissioners. 
Analysis: Office of the Comptroller and Auditor General. 

Classification of Revenue Interventions 

25.24 Chapter27, Tax Audit Settlements, notes that20% of a sample of cases reviewed had 
been incorrectly classified as audits when itappeared thatthe correct classification was 
a non-auditintervention. The reported audityield for those cases was also around 20% 
of the total yield for the sample. 

25.25 This indicates thatthe reported yield from interventions in 2012 of €492 million maybe 
incorrectly classified between auditand non-audit interventions. The numberofaudits 
and the yield from them may be overstated with corresponding understatements in the 
non-auditintervention data. 
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25.26 The Accounting Officer stated that the current Revenue operational instructions state 
that unprompted disclosures submitted in the absence of a compliance intervention, and 
accepted as submitted should be recorded as non-audit interventions. As this 
instruction onlyissued in July 201 2, there is a degree of inconsistencyin the recording 
of various categories of compliance interventions butthis will not have distorted overall 
yield from compliance interventions. Priorto the issue of this operating instruction, 
unprompted disclosures would have been classified as audits. 

Deterring Non-Compliance 

25.27 Those taxpayers who may considerdelaying theirtax returns or not paying theirdue 
taxes are likely to be deterred from doing so only if the perceived consequences 
outweigh the more immediate benefits. Fora credible deterrent effect to exist, there 
needs to be a high riskof the non-compliance being detected by Revenue in a timely 
way, and prompt collection of any outstanding taxes plus an interestcharge. In 
appropriate cases, penalties for breaches of obligations under the tax code, including 
criminal prosecution in more serious cases, mayadd to the overall deterrent effect. 
Publication of the names and addresses of tax defaulters is used as an additional 
deterrent. 

Recovery of Detected Unpaid Taxes 

25.28 The finalisation of a Revenue audit can resultinthe levying of additional amounts in 
respect of under-declared tax, intereston late paymentand penalties in relation to 
various offences (for example undisclosed sales, receipts income or capital gains). The 
total amount collected ordeemed to be collectible from the taxpayer is referred to as the 
audityield or tax settlementamounts. 

Audit settlements can be 

■ paid in full when the audit is concluded 

■ paid over a phased basis where the taxpayer has limited access to liquid funds but 
continues to generate income 

■ unpaid where the taxpayer claims inabilityto pay. 

25.29 Chapter27 reviews payment of tax auditsettlements foraudits completed in the period 
2007 to 2012. It found, that of the yield of €512 million forthe 167 cases reviewed, 
around 84% of the settlementamounts were paid bySeptember201 3, around 1 .6% had 
been written off while 3.5% was outstanding. The status of the remaining 11% is not 
evident from Revenue records and is currently under review by Revenue (September 
2013). 

25.30 The chapteralso examines the negotiation of auditsettlements and found thatin most 
cases the settlementwas the same as the Revenue calculated liability. However, in two 
cases there was a significantdifference between the liability calculated by Revenue and 
the settlementamount. In both cases, the settlementwas significantlylowerthanthe 
original assessed liability. 
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Civil Penalties 

25.31 Revenue can apply civil penalties forfailure to file P35 or VAT returns or for various tax 
offences discovered on audit. The numberand value of civil penalties imposed in 201 1 
and 2012 is shown in Figure 25.9. Penalties applied as a resultofauditin 2012 
represented 10% of the total tax audityield. This proportion was consistent with the 
average for the years 2008 to 201 1 . 

25.32 In 2012, penalties were imposed in almost60% of the cases where audits resulted in 
yield liabilities being determined. 



Figure 25.9 Civil penalties imposed in non-compliance cases, 2011 and 2012 









2012 


2011 




Non-filing 
of P35 and 
VAT 
returns 


Penalties 
applied as a 
result of audit 


Total 


Total 


Number of cases 


717 


3,438 


4,155 


4,728 


Value of civil penalties imposed (€m) 


2.8 


26.1 


28.9 


35.9 


Average civil penalty imposed 


€4,000 


€7,590 


€6,950 


€7,590 



Source: Office of the Revenue Commissioners 



Publication of Defaulters' Details 

25.33 Details of audit settlements are published where Revenue accept a specified sum in 
excess of €33,000 in settlement of any additional liabilityfor tax, interestand penalties. 
Cases are notpublished where a disclosure either prompted or unprompted is accepted 
orthe settlementis lessthan €33,000 orthe penalty does notexceed 15% of the tax 
ultimatelydue. 

25.34 As shown in Figure 25.10, there was a large increase (32%) in 201 2 in the number of 
published cases, mirrored byan increase in the related yield. 



Figure 25.10 Cases of non-compliance published, 2008 to 2012 





2008 


2009 


2010 


2011 


2012 


Number of cases 


401 


356 


305 


366 


483 


Total yield (€m) 


75 


97 


68 


76 


98 



Source: Office of the Revenue Commissioners 

Note: Yield amounts are based on settlements, and do not represent amounts collected. 



Summary Criminal Proceedings 

25.35 Summarycriminal proceedings arise in relation to the non-filing of returns, and other 
tax, Excise and Customs offences. The total numberofsummaryprosecutionsfinalised 
and the associated fines are shown in Figure 25.1 1 . 

25.36 In addition to the imposition offines, custodial sentences are also imposed in some 
cases. Forexample, in 2012, custodial sentences were imposed in 25 of the 509 Excise 
and Customs cases where summary convictions were obtained. Seven (28%) of these 
sentences were suspended. 
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Figure 25.1 1 Summary prosecutions for tax offences, 2008 to 201 1 





2008 


2009 


2010 


2011 


2012 


Num be r of prosecution cases for: 












Failure to file returns 


1,052 


1,199 


1,380 


1,217 


1,045 


Excise and Customs offences 


455 


535 


509 


497 


509 


Tax offences 


11 


9 


10 


16 


29 




1,518 


1,743 


1,899 


1,730 


1,583 


Value of fines im posed in Courtfor: 






€m 






Failure to file returns 


2.3 


3.0 


4.0 


2.8 


3.1 


Excise and Customs offences 


0.6 


0.8 


1.1 


1.1 


1.0 


Tax offences 3 










0.1 




2.9 


3.8 


5.1 


3.9 


4.2 



Source: Office of the Revenue Commissioners 

Note: a Aggregate valueof fines imposed was less than€50, 000 for each year 2008 to 2011. 

Prosecutions for Tax Evasion 



25.37 Cases are referred to Revenue's Investigation and Prosecution Division (IPD) for 
investigation with a view to criminal prosecution where there is prima facie evidence of 
serious offences having been committed. These cases are furtherevaluated by an 
Admissions Committee before commencement of resource-intensive investigation work. 

25.38 It can take several years before a case is presented to Court. As a result, at any point 
in time, Revenue has a numberof serious evasion cases at various stages ofthe 
investigation and prosecution process (see Figure 25.1 2). 



Figure 25.12 Status of prosecution cases on hand, 2009 to 201 3 (April each year) 



Status of prosecution cases on hand: 


2009 


2010 


2011 


2012 


2013 


Under investigation 


61 


50 


69 


87 


101 


With the Revenue Solicitor's office 


11 


14 


12 


23 


41 


Submitted to DPP 


10 


9 


3 


1 


2 


Directions issued by DPP to prosecute 


15 


26 


33 


23 


17 


Before the court 


13 


17 


34 


48 


39 


Bench w arrants/European arrest warrants 










1 


Total open cases 


110 


116 


151 


182 


201 



Source: Office of the Revenue Commissioners 



25.39 The number of convictions obtained in cases found to be suitable for prosecution 

between 2008 and 2012 and the associated penalties are shown in Figure 25.1 3. The 
total numberofconvictions in 2012 rose sharplyand the proportion of convictions where 
a custodial sentence was imposed (38%) was considerablyhigherthan otheryears. 
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Figure 25.13 Prosecution for serious tax evasion, 2008 to 2012 



2008 2009 2010 2011 2012 

Convictions obtained : 



Tax evasion cases 


15 


6 


7 


16 


25 


Customs and Excise evasion cases 


5 


9 


6 


14 


25 


Total convictions 


20 


15 


13 


30 


50 


Penalties: 












Value of fines (€m) 


1.2 


0.5 


0.02 


0.1 


0.5 


Suspended sentence 


6 a 


2 


7 


15 


21 


Imprisonment 


1 


4 b 


1 


8 


19 



Source: Office of the Revenue Commissioners 

Notes: a Seven suspended sentences were imposed in 2008, but one of these was successfully 
appealed. 

b Prison sentences were imposed in five cases in 2009. One of these was successfully appealed, 
with a €250 fine was imposed after a judicial review. 



Conclusions 

25.40 The Revenue random auditprogramme has consistentlyshown overthe period 2008 to 
201 2 that around one third of the taxpayers examined had under-paid their tax. 

25.41 The auditgap measures revenue losses in a tax year as a resultof non-compliance by 
individuals and businesses thatare registered with Revenue. Revenue does not 
produce estimates of the scaleof the auditgap. However, the outcome of Revenue's 
random audit programmes indicates thatthe audit gap was around 3.1% in 2009. 

25.42 The results of Revenue's targeted audits indicate that its detection work is well targeted. 
Over twice the proportion of risk-based audits resultin audityield compared with 
random audits while the average yield from risk-based audits is also considerably higher 
than for random audits. It was noted that the level of risk based audits undertaken by 
Revenue fell in 2012 by around 20% when compared to 201 1 . 

25.43 Although the proportion of non-com pliant taxpayers detected in 2012 was similar to 
recent years for both random and targeted interventions , Revenue reported a numberof 
increases in sanctions arising from taxpayer non-compliance. These included an 
increase in numberof cases published where auditsettlements were made, an increase 
in the proportion of audit cases where penalties were applied and in the numberof 
prosecutions undertaken for serious tax evasion. 

25.44 Revenue's approach to the negotiation and collection of auditsettlements also has an 
impactonthe overall deterrent effect. 

25.45 A significantlyhigherproportion ofconvictions for serious taxevasion in 2012 resulted 
in a custodial sentence compared to previous years. It is too early to saywhetherthe 
effect of increased sanctionswill be to reduce non-compliance. 
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26.1 Companies are liable for Corporation Tax in respect of all profits arising from income or 
gains. Where a company reports a trading loss in an accounting period, that loss can 
be used to obtain relief from the payment of Corporation Tax in a variety ofways asset 
out in Figure 26.1 . 

26.2 For years priorto 201 1 , Corporation Tax returns did not include the cumulative value of 
losses available for offset againstfuture profits. Up to and including 2010, companies 
were only obliged to declare a loss on their return in the year the loss was generated. 
They were not required to restate any unused losses in subsequent years except to the 
extent that they wished to offset any of the earlier losses against profits in thatyear. 
Notwithstanding thatRevenue had been provided annuallywith details of losses 
incurred by companies, itdid not have a record of the cumulative value of losses 
availableto companiesforfuture offset. It calculated the amountof unused losses 
available for carry forward to future years using available information and estimates of 
the level of losses utilised in relation to group relief. 1 



Figure 26.1 Corporation Tax loss relief 



Loss Relief 
Com pany reports a trading loss - pre-tax loss 
adjusted for tax allowable expenses and 
capital allowances 




Offset against 
profits of any 
kind 3 



Current period 



Offset against 
profits of any 
kind 




Surrender to a 
group member 



Carryforward to 
later period 




Income of the 
same trade 



Note: 



Where a com pany ceases to trade and reports a loss in the last twelv e months of trade , this loss 
can be carried back and used to reduce trading income of the same trade in the preceding three 
years. 



1 Section 41 1 of the Taxes 
Consolidation Act 1997 
prov ides f or a sy stem of 
relief for trading losses 
under which the loss of 
one member of a group 
may be set off against the 
profits of another member 
of the group. 
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Trend in Losses Available for Offset 

26.3 The trend in estimated losses broughtforward from earlieraccounting periods and 

declared losses incurred in the accounting periods 2007 to 201 1 are set out in Figure 
26.2. 



Figure 26.2 Trend in losses forward and losses incurred, 2007 to 201 2 a b 




Source: Corporation Tax returns for accounting periods ending between 2007 and 2011. 
Notes: a Losses only , capital allowances are not included. 

b 2012 losses forward are the estimated losses unused at end-2011. 



26.4 Losses incurred in 201 1 were around 30% lowerthan in 201 at justover €31 billion. 
The main factor contributing to this was a sharp fall in losses incurred in the financial 
and insurance sector. However, losses in thatsectorstill accounted for over 75% of all 
losses reported in 201 1 . 



26.5 At the end of 201 0, Revenue had estimated thataround €1 1 9 billion of losses remained 
unused. However, reported losses broughtforward on the Corporation Tax returns for 
201 1 was €37 billion higherat€156 billion. A significant part of the increase in losses 
broughtforward is due to steps taken by Revenue to improve the quality of its 
information aboutlosses. Revenue engaged with a numberof the largestloss-making 
companies to ensure thattheir 201 returns included data on cumulative losses being 
broughtforward. In addition, for 201 1 and future years, the format of the Corporation 
Tax return has been amended to require all companies to include theircumulative 
losses. 



26.6 In 2011, a total of €205 billion was available foroffset against profit (201 0:€1 41 billion). 
This comprised 

■ losses broughtforward of€1 56 billion 

■ losses incurred in 201 1 of€31 billion 

■ capital allowances amounting to€1 8 billion. 



26.7 Using information derived from the 201 1 Corporation Tax returns, Revenue estimates 
that around €22.7 billion of losses and capital allowances were used to reduce the 

1 Almost €0.6 billion of -, 

losses was off set against amount of Corporation Tax payable for 201 1 or earlier periods. This resulted in a 

prior years' tax. reduction of an estimated €2.8 billion in Corporation Taxreceipts. 
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26.8 Revenue estimates that€1 65 billion of losses and €1 8 billion of capital allowances 
remained unused attheend of 201 1 and are available to carryforward in future years. 
The extent to which the losses will have an effect on future Corporation Tax receipts 
depends on the future profits made by the companies carrying the losses. 

Sectoral Losses and Capital Allowances 

26.9 Three sectors of the economyaccount for 77% of the losses and capital allowances 
available for carryforward at the end of 201 1 while four sectors accountfor a further 
1 6%. Details of the losses and capital allowances available and utilised in 201 1 and 
unused atthe end of 201 1 are setout by sector in Figure 26.3. 



Figure 26.3 Estimate of losses and capital allowances available, utilised and 
unused at year-end, 201 1 



1 Two of the NAMA 
institutions merged into 
Irish Bank Resolution 
Corporation Limited which 
went into liquidation in 
February 2013. When the 
liquidation is completed, 
any losses remaining 
unused will cease to be 
available. 

2 The National Asset 
Management Agency Act 
(NAMA Act) 2009 
amended the Taxes 
Consolidation Act 1997 to 
restrict the use of losses of 
participating institutions in 
accounting periods 
commencing afterthe 
passing of the NAMA Act. 
The maximum amount of 
losses that can be used in 
each period is half of the 
excess group trading 
profits over group trading 
losses for that period, so 
that a minimum of 50% of 
group trading profits will 
remain chargeable to tax 



Sector 


Losses 


Utilised in 2011 


Losses 




available 2011 a 






forward2012 




€bn 


€bn 


% 


€bn 


Financial and insurance activities 


116.3 


4.5 


4% 


111.8 


Administrative and support service 
activities 


23.1 


5.7 


25% 


17.4 


Construction 


12.0 


0.9 


8% 


11.1 


Information and communication 


9.8 


1.3 


13% 


8.5 


Manufacturing 


13.2 


5.1 


39% 


8.1 


Transportation and storage 


8.0 


1.1 


14% 


6.9 


Wholesale and retail trade 


8.1 


1.5 


19% 


6.6 


Other b 


14.7 


2.6 


18% 


12.1 


Total 


205.2 


22.7 


11% 


182.5 



Source: Corporation Tax returns 2011 

Notes: a Includes losses brought forward, current year losses and capital allowances. 

b Six sectors in the 'other' category account for around €12 billion of the losses available for off set 
in 2011 - professional services, real estate, accommodation, electricity and gas, agri-business 
and mining. 

26.10 A large proportion of the €205 billion losses and capital allowances available for offset in 
201 1 against Corporation Taxis accounted for by a relatively small number of 
taxpayers, as shown in Figure 26.4. Analysis of these balances shows that24 cases 
accountfor €1 1 6 billion or 57% of the total . 

■ Five institutions participating in the National Asset Management Agency (NAMA) 
had combined losses and capital allowances accounting foralmost a third of the 
total available in 201 1 (€67 billion). 1 The rate at which the losses forthe 
institutions participating in NAMA can be used is restricted. 2 

■ 19 other companies had combined losses and capital allowances available in 
2011 amounting to€49 billion. €31 billion of these were in seven companies in 
the financial and insurance sector. 
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Figure 26.4 Losses and capital allowances available for offset, 2011 




□ Less than €1 million 

□ €1 million to€100 million 

□ €100 million to€1 billion 
■ Greater than €1 billion 



Source: 2011 Corporation Tax returns 

Conclusions 

26.11 Losses and allowances used in 201 1 resulted in reductions in Corporation Taxreceipts 
estimated at€2.8 billion. 

26.12 Revenue had been provided with details of losses incurred bycompanies intheirannual 
Corporation Tax returns priorto 201 1 , but it did not have a record of the cumulative 
value of losses available to com paniesforfuture offset. This was addressed bya 
change in the 201 1 Corporation Tax return form which required companies to provide 
more complete information on the losses carried forward from earlieraccounting 
periods. Arising from the change in the format, Revenue now has better information to 
use in tax forecasting and planning. 

26.13 The amount of losses and capital allowances available to companies for relief against 
payment of Corporation Tax in 2012 and later periods was estimated by Revenue at 
around €183 billion. The losses and allowances available foroffsetare highly 
concentrated in a small numberofcompanies. Detailed review of these cases should 
also assist Revenue and the Departmentof Finance in estimating the likelyimpactof 
the losses on future tax receipts. 



27 Tax Audit Settlements 



27.1 Self assessment of tax liabilities by individuals and companies is an essential part of the 
operation of tax and duties administration in Ireland. Taxpayers are required to file 
complete and accurate returns and to make associated taxpayments in accordance 
with statutory deadlines. Taxpayers may also claim tax repayments on a self-assessed 
basis. 

27.2 As part of its approach to promote voluntary compliance with tax and duty obligations 
and to detect and deter non-compliance, Revenue operates two audit programmes 

■ targeted audits where cases are selected on the basis of risk profiling and 

■ audits of cases selected randomly. 

27.3 The Revenue audit process is summarised in Figure 27.1 . 

27.4 Revenue audits are carried out in accordance with the requirements of legislation, 
principallythe Taxes Consolidation Act, 1997, and Revenue's Code of Practice for 
Revenue Audit (Code of Practice). 

Focus of the Examination 

27.5 The focus of this examination is on audit settlements. 1 In the course of planning and 
carrying out audits, Revenue officials are required to exercise judgmentin a numberof 
areas. These include the estimation of the liability (if any) due and the amountof 
interestand penalties to be applied in settlements reached with taxpayers following a 
Revenue audit. Taxpayers are entitled to equitable and even-handed treatment by 
Revenue and Revenue audit files should include appropriate evidence to support 
judgments made. 

27.6 The objectives of the review were to 

■ review auditsettlements reached to determine whether the basisforsettlementsis 
clear and that the settlements have been approved at the appropriate level in 
Revenue 

■ assess the extent to which interestand penalties were applied to auditsettlements 
completed in 2012 

■ review the extent to which taxpayers meetpaymentobligations following audit 
settlements. 



1 The term settlement 
includes liabilities, agreed 
between Revenue and 
taxpayers, and liabilities 
determined by the Appeal 
Commissioners or the 
courts. 
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Figure 27.1 Revenue audit process 
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1 Audits are classified as 
completed when the audit 
file is closed and the 
liability arising from the 
audit has been paid or 
passed to the Collector 
General for collection. 

2 Revenue district 
managers have authority 
to approve settlements up 
to €50,000; Assistant 
Secretaries up to 
€100,000; and the 
approval of a Revenue 
Commissioner is required 
for settlements in excess 
of €100,000. 



Sample of cases examined 

27.7 Revenue reported that it completed 9,066 audit cases in2012witha total yield of€359 
million and an average yield per case of €39,600. 1 

27.8 As part of this exam ination, 45 audit cases closed by Revenue in 201 2 were reviewed . 
The cases selected comprised the four cases with the highestauditsettlements in 2012 
and 41 cases selected at random with some from each of the settlementapproval 
levels. 2 
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27.9 Review of the files showed thatnine cases (20% ofthe sample), including one ofthe 
four largestcases, had been incorrectlyrecorded as audit interventions. The 36 audit 
cases had a yield of €41 .4 million, or 1 1 .5% ofthe total reported audit yield in 2012. 
The outcomes ofthe 36 audits are summarised in Figure 27.2. 

Figure 27.2 Outcomes from sample of audit cases, 201 2 



Outcome 

Audit resulted in settlement 
Repayment claim disallowed 
No liability 
Total 



Number Proportion Audit yield 
of cases €m 



28 
1 
7 



36 



78% 
3% 
19% 



39.9 
1.5 



41.4 



Source: 



Revenue audit files. 



Quantifying the Liability 

27.10 Revenue's procedures require thatthe Revenue auditorshould.atthe completion of an 
audit, quantify the amountof tax, interestand penalties due bya taxpayer. 

Prompted disclosure 



1 Section 1077E(I) of the 
Taxes Consolidation Act 
1997. 

2 The Code of Practice 
requires that in 
circumstances where a tax 
liability has been 
quantified in a qualifying 
disclosure, the auditor 
should check the 
taxpayer's calculation. 

3 A notice of opinion is 
issued by Revenue in 
cases where no 
agreement can be reached 
with the taxpayer about 
the level of penalties 
payable. It also covers any 
case where a penalty is 
agreed but not paid. In 
these circumstances, the 
Revenue auditor formally 
expresses the opinion that 
the penalty is due and 

giv es notice of that opinion 
to the taxpayer and the 
taxpayer's agent. A notice 
of opinion must be issued 
before a penalty can be 
pursued through the 
courts. 



27.1 1 Following notification by Revenue of an audit, taxpayers may take steps to correct their 
tax returns by making a 'prompted disclosure'to Revenue. Where a prompted 
disclosure: is a disclosure of complete information relating to a tax liability; is made in 
writing; and is accompanied bypaymentin full of the tax or duty and any interestdueon 
the late paymentor an agreed phased paymentarrangementthatcomplies with 
Revenue's instalmentarrangementprocedures, itis considered to be a 'qualifying 
disclosure'. 1 One ofthe effects of a valid qualifying disclosure is to reduce penalties 
that are applied fortax default, including avoidance of publication of settlementdetails. 

27.12 The review ofthe 36 files found that prompted disclosures had been made in 1 1 cases. 
Only four cases were valid qualifying disclosures with full paymentincluding interest. 
Seven of the 1 1 cases did notsatisfythe qualifying disclosure criteria, mainlybecause 
the liability was not paid at, or around, the time the disclosure was made or an 
instalmentarrangementhad notbeen put in place. 

Calculating the tax liability 

27 A3 At the completion of an audit, the auditorquantifies liabilityin respectof tax, interestand 
penalties (if any) and the taxpayer is invited to make a settlement offer in writing 2 If no 
settlementis reached, the Revenue auditor raises a formal assessmentforthe liability 
due. The taxpayer has the option of appealing this assessment. Typically, the auditor 
raises a formal assessmentfortax only at this point, on the basis thatthe taxpayer has 
a right of appeal. 3 Revenue considers that it would be premature to raise an interestor 
penalty charge until the final tax charge is determined atappeal. 

27.14 In seven ofthe 36 auditfiles reviewed, the Revenue auditfound that no additional tax 
liabilitywas due. The examination reviewed the files and found thatthe Revenue 
conclusions were appropriate based on the evidence on the files . 
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27.15 Another case concerned a claim for repaymentby a taxpayer. The claim for€1 .5 million 
was disallowed by Revenue following an audit and the examination found that this was 
appropriate. 

27.16 The remaining 28 cases were reviewed for evidence that audit settlements reached 
appeared reasonable based on the evidence on the files and that the settlement 
amounts were agreed on the basis of a calculation by the Revenue auditorof the 
taxpayer's liability, including appropriate application of interestand penalties . 

27.17 The files indicated thatthe Revenue auditors had recorded an assessment of the 
liabilityin four out of five cases. Assessments had notusuallybeen recorded in lower 
value cases (see Figure 27.3). 



Figure 27.3 Revenue quantification of tax liability 

Proportion of Proportion of 

cases settlementvalues 

Revenue auditor calculated liability 3 82% 98% 

Taxpayer's calculation not verified by 1 1 % 1 % 

Revenue 

No evidence of liability calculation 7% 1% 

Source: Revenue audit files 

Note: a Including cases where the Revenue auditor validated taxpayers' calculations. 

Charging of Interest and Penalties 

27.18 The Taxes Consolidation Act, 1997 provides for the application of interestfor the late 
payment of tax and there is no provision for it to be mitigated even after qualifying 
disclosure. 1 The rates of interestto be applied aresetout in various Finance Acts. 



27.19 Penalties maybe payable where tax returns are incomplete or inaccurate and 

associated payments have not been made on time. Incases where penalties apply, the 
Code of Practice states thatthe amount of the penalty is generallycalculated by the 
Revenue auditorand agreed with the taxpayer. In circumstances where agreementis 
not reached or where the taxpayer does not pay an agreed penalty, the applicable 
penalty is determined bythe relevant court. 2 A number of factors determine the level of 
penalties, ifany, including 

■ whetherthe tax default occurred before or after 24 December 2008 

■ whetherthe taxpayer made a qualifying disclosure (including paymentof due 
amounts) 

■ the category of defaulte.g. careless ordeliberate behaviour 

■ whether a taxpayer co-operates with Revenue in the course of an audit. 

Revenue has the discretion to mitigate penalties byup to a maximum of 50%. Penalties 
are not due in circumstances where additional taxis due to a technical adjustmentor an 
innocenterrorthat is corrected at the first opportunity. In some circumstances, penalties 
may not be applied where a taxpayer claims thattheir failure to complywith a 
requirement of the tax code results in no loss of revenue to the State. 

Further details are setout in Annex A. 



1 Taxes Consolidation Act 
1997, sections 1080 to 
1084. 

2 For amounts up to 
€6,350, the District Court 
is the relevant court. The 
Circuit Court has 
jurisdiction for amounts up 
to €38,092 and the High 
Court for amounts above 
that. 
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27.20 The examination reviewed the extent to which interest and penalties were applied in 
respectof all audits finalised in 2012. The results aresetout in Figure 27.4. 



Figure 27.4 Proportion of yielding cases in 2012 where interest and penalties we re applied, by region 



Number 
of cases 



Special Units 

Large Cases Division 

Investigations and 
Prosecutions Division 

Regions 

Border Midlands West 
Dublin 

East South East 
South West 
Total 



127 
192 

1,940 
1,262 
1,141 
1,456 



Interest 
and 
penalties 
applied 



55% 



No interest 
and 
penalties 
applied 



45% 



Total yield 
including 
interest and 
penalties 

€000 



57,771 



Average yield Interest and 

including penalties as 

interest and a proportion 

penalties of the total 



95% 

78% 
79% 
79% 
73% 



5% 

22% 
21% 
21% 
27% 



17,688 

83,024 
71,667 
57,685 
69,853 



6,118 



357,688 



€000 

455 
92 

43 
57 
51 
48 
58 



yield 

6% 
55% 

20% 
22% 
25% 
22% 
21% 



Source: Analysis by the Office of the Comptroller and Auditor General 

Note: a Figure does not include around 120 audits that are not recorded in Revenue's audit case management system. These 

are mainly Stamp Duty and Capital Acquisitions Tax audits. All other cases classified by Revenue as yielding audits are 
included. 

27.21 The level of interestand penalties applied was significantlylowerforthe Large Cases 
Division than for the other units. Interestand penalties were applied to fewer large 
cases and represented only6% of the yield. 1 This compares to 21% for audits at 
regional level. 

Interest and penalties In sample cases 

27.22 The examination also reviewed the application of interestand penalties in the 28 audit 
cases where settlements had been made. 

Charging of Interest 



1 Revenue defines large 
cases as companies with 
turnover of €162 million or 
more or tax payments 
greater than €16 million 
annually. For individuals, 
the Large Cases Division 
manages those with net 
assets greater than €50 
million, non-residents with 
substantial interests in 
Ireland and partners in 
large accountancy and 
legal practices. 



27.23 The interestapplied in 24 cases amounted to around €1.1 million. The interestwas 
recalculated to determine whetherthe amounts charged were correct, based on the 
period when the tax should have been paid and the applicable interest rates. The 
results showed that 

■ The interest charged in 21 cases was correct. 

■ In three cases, the interestamounts charged by Revenue were, on average, two- 
thirds of the amount estimated to be chargeable by the examination team . The 
estimated total interest undercharge for these cases was around €21 ,000. 

27.24 In two cases, round settlementamounts had been agreed with taxpayers. This included 
the two largestcases examined. 

■ In one case, the settlementamountof€8 million was stated to include an 
unspecified amountin respectof interest(see Case Study A). 
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■ In the other case, Revenue arbitrarily split the round settlement amount of €15 
million between tax due (€9.7 million)and interest(€5.3 million) in its records (see 
Case Study B). 

27.25 The Revenue files recorded that interest had not been applied in two cases 

■ In one case, the settlementamountwas €7.3 million butno interestwas applied. 
The examination calculated that interestdue in this case was of the order of 
€570,000 (see Case Study C). 

■ The second case was a settlementforalmost€690,000. The interestdue, but not 
charged, for late paymentin this case was estimated ataround €63,000. 

Imposition of Penalties 

27.26 Penalties were notapplied in eightof the 28 cases. The examination found thatthe 
non-application of penalties was appropriate in three of these cases . 

27.27 In the remaining five cases, the examination team concluded thatpenalties could have 
been applied butwere not. This included three of the four case studies outlined below. 
In the othertwo cases, where the tax liabilities amounted to€385,000 and€343,000, 
the examination team estimated thatthe penalties not levied amounted to around 
€390,000. 

27.28 The examination found that penalties had been applied in 20 cases (71%). The level of 
penalties applied was in accordance with the legislative requirements and the Code of 
Practice in thirteen of these cases. 

27.29 For the remaining seven cases where penalties were applied, the examination found 
that the penalties applied were lowerthan whatthe documentation on the files indicated 
should have been charged 

■ In three cases, taxpayers were given the benefit of reduced penalties because they 
had made qualifying disclosures priorto the Revenue audit commencing , butthe 
examination found thatthe disclosures were notvalid mainlydueto non-paymentof 
the liabilitywhenthe disclosure was made. 

■ In three cases , the documentation on the file did not supportthe reasons cited for 
mitigating penalties e.g. mitigation of penalties because the taxpayer had 
cooperated with Revenue was not supported by the documentation. 

■ In the seventh case, the taxpayer's agent had calculated the penalty butthe 
calculation, which was incorrect, had not been checked by Revenue. 

27.30 The total tax liability in these seven cases was €862,000 and Revenue charged 
€266,000 in respect of penalties. The examination estimated thatthe appropriate level 
of penalties based on the evidence on the files was of the order of €478,000. On that 
basis, around 44% of the penalty liability was foregone. 
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Negotiation of Settlements 

27.31 The review found that in mostcases , the settlementamountwas the same as the 
liabilitythat had been calculated including interestand penalties where these had been 
applied. However, in two cases there was a significantdifference between the liability 
calculated by Revenue and the settlementamount. 

■ One case was settled for€8 million just prior to a court hearing. See Case Study A 
for further details. 

■ The largestsettlementmade in 2012 of €15 million in respect of Capital Gains Tax, 
was significantlyless than the Revenue estimate of the taxpayer's liability. Details 
are setoutin Case Study B. 

27.32 In a further four cases, there were smaller differences between the Revenue calculation 
of the liability and the settlementamount. The differences ranged from €13,000 to 
€30,000 and from less than 1% to 32% of the Revenue estimate of the liability. 

Case Study A 

27.33 Revenue identified two associated companies that made Corporation Taxpayments in 
2005 for the year ended December2004. On investigation, Revenue found that the 
companies had been in operation fora numberof years prior to that but that no 
Corporation Tax had been paid. 

27.34 The companies were subsidiaries of a non-Irish parentcompany. The parent company 
invested significantsums in each of the subsidiary companies and the subsidiaries then 
lent this moneybackto the parentcompany. Income reported in the Irish companies' 
accounts was in respect of interestdue, but not paid, by the parentcompanyon the 
loans. 

27.35 The Irish subsidiaries asserted thattheir interest income was not liable to tax in Ireland 
as the subsidiaries had not received the interest. From 2004, following changes in the 
tax regime in the parent company's home country, the Irish subsidiaries received 
payment of the interestincome and paid Corporation Taxin Ireland. 

27.36 At an early stage, in mid-2005, the case was referred within Revenue to its anti- 
avoidance unit which handled the case from then on. An auditof the two companies, 
focused on 2001 , was carried out in late 2005. Ireland has a double tax treaty with the 
parent company's home country and in the course of this case, Revenue engaged with 
the tax authorities in that country. 

27.37 Revenue subsequentlyraised tax assessments and notified the taxpayer and the 
taxpayer's agentthat it estimated the liability including interestand maximum possible 
penalties at between €10 million to €16 million, depending on how the income for 2004 
was classified fortaxation purposes. 

27.38 The taxpayer lodged an appeal and made a payment of €1 1 .1 million on account 
without prejudice to the outcomeof its appeal. The Appeal Commissioners found in 
favour of the taxpayer, and tax was assessed atnil. Revenue indicated it would appeal 
to the High Court. 

27.39 In 2008, Revenue raised further assessments (second set of assessments) for the 
periods to end 2003 for a total amountof €1 1 .8 million. 
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27.40 The taxpayer appealed. The Appeal Commissioners confirmed the second set of 
assessments. The taxpayer appealed to have the case re-heard in the CircuitCourt 

27.41 Just prior to the case being heard in the Circuit Court, there were extensive negotiations 
between Revenue and the taxpayer. A settlement of €8 million was agreed and €3.1 
million ofthe €1 1 .1 million the taxpayer had paid on accountwas returned to the 
taxpayer. 

27.42 The settlementamountwas notseparated between tax and interest. Revenue's 
estimate ofthe total due by the taxpayer if Revenue had been successful in the court 
case was around€14 million ofwhich around€3.3 million (24%)would have been 
interest. On a pro-rata basis, the settlementrepresented around €6.1 million taxand 
€1 .9 million interest. 

27.43 The settlement was approved by a Revenue Commissioner. No penalties were applied. 
The settlementdetails were notpublished. 

27.44 Some points of note about the case were 

■ The case was technicallycomplexand involved the interpretation and application of 
tax law. Revenue referred the case to its anti-avoidance unit at an early stage. 
The Revenue audit file showed a significantdegree of challenge ofthe case put 
forward by the taxpayer's agent including argument based on case law. 

■ The taxpayer was notified at an early stage of the potential liability including interest 
and maximum possible penalties. The file also includes detailed notes on the 
negotiations conducted between the two sets of legal counsel on behalf of Revenue 
and the taxpayer. In the final negotiations, Revenue putforward a settlementfigure 
that included interest. 

Comments of the Accounting Officer 

27.45 The Accounting Officer pointed out that that the opinion of senior counsel was sought by 
Revenue before making a decision regarding the settlementamount. Factoring in the 
ultimate chance of success and the further time, expense and resources that would be 
involved in bringing the case to conclusion, counsel's recommendation was to accept 
the settlementproposed. Following consideration ofthis opinion, Revenue decided to 
accept the settlement. 

Case Study B 

27.46 In the course of an audit in 201 1 , Revenue identified a transaction in which the taxpayer 
had transferred companyownership in exchange for anothercompanywhich had a 
significant cash balance and no other assets. The taxpayer's agentasserted 
(subsequently) thatthe share exchange did not constitute a disposal and thatthe 
taxpayer qualified for relief from Capital Gains Tax under provisions ofthe Taxes 
Consolidation Act, 1997. 

27.47 Following the audit, Revenue took the view thatthe taxpayer had made a taxable capital 
gain and raised an assessmentfor€22 million. 
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27.48 Revenue did not notify the taxpayer of interest due or possible penalties. The 
examination team has calculated that interestamounting to around €10.3 million had 
accrued at the time the assessmentwas raised. In addition, penalties could range from 
15% to 100% of the tax liability depending on the view Revenue took of the category of 
tax default involved and the extent to which the taxpayer had co-operated with 
Revenue. Based on Revenue's assessmentof€22 million in respect of Capital Gains 
Tax, the taxpayer's total liability inclusive of interestand penalties could have been in 
the range €36 million to€54 million. 

27.49 Revenue was not satisfied thatthe transaction qualified for relief underthe terms of the 
Taxes Consolidation Act, 1997. This would have required the share exchange to be for 
bonafide commercial reasonsand notform part of anyarrangementorschemeof 
which the main purpose (oroneof the main purposes) is avoidance of liabilityto tax. 

27.50 At a subsequent meeting between Revenue and the agent, the agent stated that the 
taxpayer was interested in bringing the matterto an end. A Revenue file note states 
that both sides accepted that if the matter wentthrough the appeals process, it could 
take around eightyears for the case to be processed through the High Court. The 
agentoffered an amountof€1 5 million to settle the case. 

27.51 An internal Revenue documentfollowing the meeting stated that if the case was settled 
for €15 million, it would be closed expeditiouslyand a substantial payment received, the 
time and cost associated with an appeal would be avoided and there would be no 
concession of the principle involved. The riskthat there might be nothing left to collect 
atthe end of a legal case was also raised. On the otherhand, it was noted, there was 
the possibilityof a largersettlementifthe appeals process was allowed to take its 
course. 

27.52 The terms of the settlement, as setoutin the taxpayer's letter of offer, were 

■ paymentof €15 million in full and final settlementofthe Capital Gains Tax liability 

■ any liquidation of the taxpayer's assets to extract funds to meetthe settlement 
would not give rise to a capital loss which could be offsetagainstany future gains. 

27.53 The taxpayer made a paymentof €15 million. The settlement was approved by a 
Revenue Commissioneron 21 December2012. No penalties were applied and the 
settlementdetails were notpublished. 

27.54 Some matters of concern in relation to the settlementare 

■ The taxpayer's agent put forward arguments thatthe case involved a technical 
issue and thatthe taxpayer's position was supported bycase law. There was no 
evidence on the Revenue audit file that the Revenue team managing the case 
soughtadvice in relation to the technical issues from either Revenue's anti- 
avoidance unit or from other specialiststaffwithin Revenue e.g. from within its 
large cases division. Neitherwas there any evidence on the file of Revenue having 
put forward detailed arguments (e.g. based on precedent)to rebut those of the 
taxpayer's agent. There is reference on file to the issues ofthe cases having been 
highlighted to the National Anti Avoidance Network and discussed ata meeting of 
the networkin September2012 butthere is no evidence of any recommendation 
being madeoraction being taken arising from the meeting. 1 



1 The Revenue National 
Anti-Avoidance Network 
comprises liaison officers 
from each of the Revenue 
districts and from the anti- 
avoidance unit who meet 
quarterly to discuss issues 
identified by the regions. 
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■ The case was one where it appears there were justtwo possible outcomes - either 
the transaction was liable to Capital Gains Tax and the taxpayer would have been 
liable to pay the full amountof tax plus interestand penalties oritwas not liable to 
tax and the taxpayer's liability would have been nil. A file note makes reference to 
some benefits for settling and some risks for Revenue if the case were to go to 
appeal, for example the time and cost involved. However, there is no detailed 
analysis, based on specialist knowledge or advice, of the likely outcome of litigation 
and of the costs involved. This type of analysis could have informed Revenue in its 
negotiations with the taxpayer and the taxpayer's agent. 

■ The Revenue audit file does not show that Revenue, at any point, made a claim for 
interestor penalties forthe Capital Gains Tax due. Therefore, from the taxpayer's 
perspective, €22 million was the amountthat Revenue was seeking. 

■ There was no evidence that Revenue, in the course of the settlement negotiations, 
put forward a figure higherthanthe €15 million offered by the taxpayer. The 
taxpayer's offer was proposed for approval within Revenue without any 
commentaryon what alternative figure might have been proposed in negotiations or 
what the taxpayer's liability mightbe if Revenue were successful in a court action. 

■ The settlementwas approved appropriatelywithin Revenue's settlement approval 
thresholds which require amounts over€1 00,000 to be approved by a Revenue 
Commissioner. However, cases which involve significantdifferences between 
Revenue's estimate of a liabilityand the amountputforwardfor approval, or that 
may have elements of technical complexity or risk, could benefit from formal 
consideration bya number of people, for example a settlements approval 
committee, before final approval is given. 

Comments of the Accounting Officer 

27.55 In regard to the application of interestand penalties, the Accounting Officer pointed out 
that the assessmentto Capital Gains Tax was an amountthat would arise if Revenue's 
concerns aboutthenon applicabilityof the section of the Taxes Consolidation Act, 1997 
proved correct. The taxpayer had a right in law to appeal againstthe assessment. It 
would thus be incorrect to raise an interestcharge in advance of the assessment 
becoming final and conclusive and the ultimate liabilitybeing determined. The 
Accounting Officer noted that a similarsituation arose in relation to penalties. 
Furthermore, she stated that the pointat issue in the case centred on an interpretation 
of the Taxes Consolidation Act, 1997 and the Code of Practice provides that a penalty 
will not apply in relation to technical adjustments. Technical adjustments are 
adjustments to liabilitythat arise from differences in the interpretation orthe application 
of legislation. The Accounting Officer pointed out that it is difficultto envisage thata 
claim for penalties atany level could have been sustained in the case and that Revenue 
considered it inappropriate to seek a penaltyin these circumstances. Revenue accepted 
the settlementas being a compromise to include an elementoftax and interest. 

27.56 In relation to the technical aspects of the case and the use of specialistadvice, the 
Accounting Officer stated that the team dealing with the case had considerable 
operational tax experience and professional and technical qualifications and thatthis 
was used to analyse both the issue and case law and precedent. Furthermore, she 
stated that the issues of the case were placed before the anti-avoidance unit of 
Revenue's Large Cases Division and discussed ata meeting ofthe National Anti- 
Avoidance Network in early September2012. There was no consensus within Revenue 
on the likely successof Revenue in pursuing the case in the courts. Indeed, success 
was considered unlikely. 
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27.57 The Accounting Officer said that, given possible outcomes in a spectrum ranging from 
tax plus interestatone end, to zero at the other end, it was incumbenton Revenue to 
considerasettlementoffer because ofthe possibilityof the zero outcome. As the 
appeals procedure, including the courts , is always protracted and as the amount initially 
obtained by the taxpayer was rapidlydissipating, itcould never be guaranteed thatif 
Revenue ultimatelywon the arguments there would be any funds from which to collect 
the tax. She pointed out that there was, within the taxpayer's structure, two offshore 
registered companies and a concern existed that it would have been impossible to 
properly monitor any leakage of funds through those companies. Revenue personnel 
involved in the case were strongly of the view that a better offer would not be 
forthcoming, and that the taxpayer would take his/herchances in the courts if the offer 
of €15 million was not accepted. The Accounting Officer said that it was not possible to 
make a precise evaluation ofthe probabilities involved and thus there was a large 
elementofvalue judgementinvolved. In reaching a settlement, she noted, Revenue did 
not concede any point of law. 

27.58 In regard to the paymentof €15 million, the Accounting Officer said that Revenue had 
always recognised thatto discharge the tax it would be necessaryto extract funds from 
the investmentholding companyand thatthis would be done by wayof liquidation. If 
Revenue was to win on principle, and prove that the relieving sections governing share 
for share exchange did not apply, then the base costof shares forthat liquidation would 
becomethe initial amount. As the company's netassetvalue had fallen significantly, 
liquidation would have crystallised an allowable capital loss of this amount. The 
potential tax value, in the future, to the taxpayer of such a loss ata 30% Capital Gains 
Tax rate would also have been significant. Revenue prevented this by requiring the 
agent's letter of offer to include a statementto the effect that any necessary liquidation 
to extract funds would notgive rise to a loss arising from the fall in value ofthe company 
that could be used to offset other liabilities. 

Case Study C 

27.59 A taxpayer queried the correct treatment of a series of transactions in relation to Value 
Added Tax. The transactions concerned interim payments on a long-term contract. 

27.60 The taxpayer's enquirytriggered an audit. The Revenue finding was that the taxpayer 
owed €7.3 million in VAT which the taxpayer paid. Around half of the paymentwasa 
year late, while the remainder was between two and ten months late. 

27.61 The Code of Practice states that statutory interestshould be applied in circumstances 
where there is a technical tax issue underconsideration and the paymentis late. 
Notwithstanding this, Revenue did not apply interest. The examination calculated that 
interestduefor late paymentin this case was ofthe orderof €570,000. 

27.62 The matterof concern in relation to this case is the failure to apply interestdespite the 
clear requirementto do so. 
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Comments of the Accounting Officer 

27.63 The Accounting Officer stated that the imposition of an interest charge was considered 
by Revenue prior to settlement in this case. However, it was accepted that the 
undercharges arose as part of a 'current' contract, in that the goods were under 
construction atthe time of the auditand were not scheduled for delivery for some time. 
The payments giving rise to the undercharges were a small number of high value stage 
payments relating to a single transaction. In addition, when the taxpayer was satisfied 
that the technical position as outlined by Revenue was correct, a full and immediate 
paymentwas made. Interest would have been charged if the acquisition of the goods 
and the completion of the contract had occurred prior to the audit. 

Authorisation and Approval of Audit Settlements 

27.64 Settlement offers are subjectto approval by a Revenue Commissioneror, below certain 
thresholds, by regional and district staff. The Revenue auditor's reportonthe audit 
should contain a clear recommendation on whetherthe settlement proposed should be 
approved. 

27.65 The review found that all settlements had been approved in accordance with Revenue's 
approval thresholds. 

27.66 The thresholds are set by reference to the total settlement reached with the taxpayer. 
However, in cases where there is a difference between the Revenue estimate of the 
liabilityand the settlementamountproposed, approval mayhave been required at a 
higher level if the threshold was based on the estimate of liability. 

Publication of Settlements 

27.67 Settlementdetails must be published where a penaltyhas been applied exceptwhere 
the taxpayer has made a valid qualifying disclosure before an auditcommenced or the 
settlement is less than €33,000 or the penalties are less than 15% of the tax due. 1 
Revenue may also refer cases to the Directorof Public Prosecutions whose decision it 
is whetheror not to prosecute. 

Collection of Settlements 

27.68 Taxpayers do not always immediatelypay the amountdue when auditsettlements are 
reached. The extent to which settlementamounts had been paid was examined in the 
28 cases reviewed in the course of the examination and a review of a further sample of 
25 settlements foreach year from 2007 to 2012. The results aresetout in Figure 27.5. 



1 The threshold for 
liabilities relating to the 
years 2005 to 2009 was 
€30,000. From 2010, the 
threshold increased to 
€33,000. 
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Figure 27.5 Payment of audit settlements 



Year of 
settlement 


Number 
of cases 


Total 
settlement — 




Status per Revenue records 




amount 


Paid 


Written 
off 


Outstanding Not known a 






€m 


€m 


€m 


€m 


€m 


2012 


46 bc 


63 


45 


1 


6 


11 


2011 


25 


86 


58 




2 


26 


2010 


25 


67 


39 




10 


18 


2009 


21 c 


73 


71 


1 




1 


2008 


25 


87 


80 


6 




1 


2007 


25 


136 


135 






1 


Totals 


167 


512 


428 


8 


18 


58 



Source: Revenue audit files and taxpayer records maintained by Revenue. 

Notes: a The cases concerned are currently being reviewed by Revenue (September 2013). 

b The 2012 cases include six cases that are common to both the sample of 28 cases reviewed in 
detail and, also, the sample of 25 reviewed for evidence of payment only. 

c Cases where the audit y ield was the disallowance of a repay ment claim or a restriction of losses 
have been excluded. 

27.69 Figure 27.5 shows thatof the yield of €512 million forthe cases reviewed, around 84% 
of the settlement amounts were paid by March 2012, around 1 .6% of the tax had been 
written off while the balance remained outstanding. 

Case Study D - Appeal and Non-Payment 

21. 1Q In 2004, Revenue undertookan auditof CompanyD which operated in a sectorin which 
Revenue was carrying out a series of sector-specific audits. 

27.71 Following the audit, Revenue found, in September2005,thatthere was an undeclared 
tax liability of €1 million fortheyears 2003and 2004 in respectof VAT, PAYE and 
Corporation Tax, penalties of the same amountand interestof €1 00,000 due, bringing 
the total amountdueto€2.2 million. The subsequent keyevents in the casewere 

■ In January 2006, the taxpayer appealed the findings to Revenue. 

■ In February 2008, Revenue requested a date for a hearing from the Appeal 
Commissioners. 

■ A hearing was scheduled by the Appeal Commissioners for October 2008 but this 
was postponed atthe requestof both parties (Revenue and the taxpayer). 
Hearings were held in March and October 2009. 

■ The companysubsequentlywentinto creditors' voluntary liquidation. 

■ On 25 November2009, the Appeal Commissioners issued their determination in 
favour of Revenue. 

■ The taxpayer appealed the case to the Circuit Court. The hearing took place in 
201 0. The Courtfound in Revenue's favour. 

■ In November2012,the audit was closed and the tax was written off. The file stated 
that although the assessments had been confirmed, the com panywas gone and 
the CollectorGeneral could not collect the amounts due. 
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27.72 The audityield recorded by Revenue for the case was €1 million and this is the amount 
included in the 2012 audityield. 

27.73 Some points of note about the case were 

■ the very significantlapseoftime in progressing the case 

■ the taxpayer's record did not show the interestand penalties thathad been 
calculated as due by Revenue and the amount referred to the Collector General for 
collection was €1 million (thetaxonly). 

Comments of the Accounting Officer 

27.74 The Accounting Officer pointed out that a matter of relevance to this case was the fact 
that Revenue was aware that a VAT issue of importance to the case in question had 
been referred on 1 1 February 2009 by another Member State to the European Court of 
Justice for decision. This issue was eventuallyadjudicated upon in June2010. 

Tax Audit Files 

27.75 Revenue audits should be carried out in accordance with the Code of Practice and audit 
files should provide clearevidence of this. Revenue auditors should produce audit 
reports that setout clearly the issues involved in the auditand provide clear 
recommendations aboutproposed settlements. 

27.76 Audit files should contain, atleast 

■ a letter of notification to the taxpayer setting out what Revenue intends to examine 
and the periods to be covered by the proposed audit (auditscope) 

■ a note of an initial interview carried out with the client at which the scope of the 
auditis explained and the taxpayer is given an opportunityto disclose matters to 
Revenue 

■ evidence to showhowthe Revenue auditoraddressed the issues in the auditscope 
and any other issues thatarose in the course of the interview with the taxpayer or 
the conduct of the audit 

■ evidence to showhowthe audit assessment, including interestand penalties, was 
calculated by the Revenue auditor or where the taxpayer made a qualifying 
disclosure, evidence thatthe taxpayer's calculation had been checked by Revenue 
and penalties applied, where appropriate 

■ a written offer of settlementfrom the taxpayer. 

27.77 The examination found significantvariabilityin the quality of the files for the cases that 
were reviewed. A numberoffiles were of a high standard and contained clearevidence 
of the audit having been conducted fully in accordance with the Code of Practice, 
including notification of auditand interviewwith the taxpayer, how the auditwas 
conducted and the basis forthe auditsettlementreached. However, in many cases, it 
was difficultto ascertain from the file what the audit issues were and what was the basis 
forthe audit settlement proposed. Figure 27.6 summarises thefindings from thefile 
reviews. 
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Figure 27.6 Revenue audit files 



Element 



Standard 
met 



Audits carried out(36 cases) 



Letter of notification to taxpayer 



89% 



Note of initial interview 



61% 



Evidence to show that key audit issues were 
addressed 



67% 



Settlement agreed (28 cases) 



Adequate evidence of calculation of 
settlement amount 



86% 



Written offer of settlement from taxpayer 



43% 



Source: 



Revenue audit files 



27.78 Revenue has taken some steps in the course of 201 3 to address auditqualityissues. In 
May 201 3, it issued a document'Quality Compliance Intervention Standards' setting out 
quality assurance procedures for the Revenue auditand risk management intervention 
process. In June 2013, it issued a 'Mandatory Items Report' document setting out items 
that mustbe addressed when an auditorother intervention is being finalised. 

Comments of the Accounting Officer 

27.79 In relation to written offers of settlementfrom taxpayers, the Accounting Officer pointed 
out that settlementdetails can sometimes be agreed orallyand followed up in writing by 
the Revenue auditor. 

27.80 She also stated thatthe new Quality Compliance Interventions Standards were 
published by Revenue to highlight, inter alia, what is expected from auditors in terms of 
quality auditfiles and that one of the standards, the planning standard, addresses some 
issues raised here. As part of the Performance Management DevelopmentSystem 
cycle for 2013, audit managers and auditors discuss the auditor's compliance with the 
quality standards in the context of interim and annual reviews. It is also proposed thata 
programme of qualityassurance checks, on cases selected randomly, will be 
implemented bythe Planning Division by2014. High quality audit files are used to 
some extent in compliance training programmes and this will be reinforced as examples 
of best practice. 

Misclassification of Interventions 

27.81 As part of this examination, 45 reported audit cases closed byRevenue in 2012 were 
selected for review. The cases had a combined audityield of €51 .4 million, or14.3%of 
the total reported audityield in 201 2. 
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27.82 Review of the files showed that nine cases (20%) had been incorrectly recorded as 
audit interventions. 

■ One of the four cases with the highestsettlements wasforan amount of €7.4 
million. However.the paymentdid notarisefrom an audit but from an expression 
of doubt notified to Revenue by the taxpayer in advance of making the Corporation 
Tax return for 201 1 . 1 Following review by Revenue and discussions with the 
taxpayer, the appropriate tax treatment of the transaction was agreed and payment 
was made of the tax due. 

■ In a further six cases, taxpayers had made payments following eitherthe correction 
of an error made in a tax return or an unprompted voluntarydisclosure. 2 No audits 
were carried out in these cases. The payments totalled €2.6 million and ranged 
from €7,000 to €2.3 million. 

■ In two further cases where no auditwas carried out, there were no additional 
liabilities. 



27.83 The cases thatwere incorrectly classified as audits are summarised in Figure 27.7. 



Figure 27.7 Revenue interventions incorrectly classified as audits 
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Large settlements 
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Source: 



Revenue audit files 



Conclusions and Recommendations 



27.84 In 2012, Revenue reported that justover 9,000 audits were carried out under its two 
auditprogrammesand thatthe yield from audits amounted to€359 million. 



1 An expression of doubt 
arises when a taxpayer is 
uncertain about the correct 
tax treatment of a 
transaction and seeks 
Revenue's view. 

2 An unprompted 
voluntary disclosure 
occurs where the taxpayer 
makes a disclosure before 
a letter notifying the 
taxpayer of an audit issues 
or, in the case of an 
investigation, prior to 
commencement of the 
investigation. 



27.85 Nineof the sample casesselected forthe examination had been in correctly classified as 
auditinterventions by Revenue. Exclusion of these cases reduces the audityield forthe 
sample cases byaround 20%. The fall in yield was broadlythe same forcases selected 
at random as for the large cases , which were selected on the basis of size. While the 
revenue was collected, in the misclassified cases itis likely based on the sample results 
that Revenue's reported overall audityield of €359 million for2012 is materially 
overstated. 

Recommendation 27.1 : Revenue should reviewthe manner in which its 
interventions with taxpayers are recorded in orderto ensure that the nature of an 
intervention is accurately recorded and that the yields from the different 
intervention types are appropriatelyclassified in orderto ensure more accurate 
targeting of scarce auditand investigation resources. 
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Accounting Officer Response: Agreed. Improvements are in place since July 
2012. With the assistance of new case managementtools, Revenue has been 
refining the classification of interventions beginning in 2012. It is importantto 
pointoutthat while the appropriate classification of a tax intervention is important 
it has no effect on the quantum of tax paid over to the Exchequer. 

27.86 For mostof the sample cases reviewed, the examination found thatthe taxpayers' 
liabilities had been eithercalculated byRevenue or Revenue had validated calculations 
by a taxpayer's agentand that interestand penalties had been applied in accordance 
with legislation. However, 

■ In 18% of cases reviewed there was insufficientdocumentationonfiletoshowhow 
the tax liability had been quantified. 

■ Interest was applied in 93% of cases reviewed, including two cases where round 
sum settlements were made. No interestwas applied in two cases and the interest 
charged in a further three other cases was notthefull amount due. 

■ The examination found that, where they were applied, the level of penalties was 
lowerthan the files indicated should have been charged in a third of cases . No 
penalties were applied in two cases reviewed although the evidence on files 
indicated that penalties would have been appropriate. 

27.87 Analysis of all auditsettlements reached in 201 2 showed thatfor those cases managed 
by the Large Cases Division, the proportion of settlements to which interestand 
penalties were applied was significantly lowerthan the cases managed in the regions . 

27.88 The Accounting Officer stated that interestand penalties in the cases managed bythe 
Large Cases Division are applied in line with legislation and the Code of Practice, and 
there are legitimate reasons whyboth are lowerthan those in the regions. For example, 
the nature of the case base in the Large Cases Division, mainlylargecorporates, 
means thatthe issues identified in audits can often relate to technical adjustments 
which do not resultin a penalty. Where a penalty is applied, itis applied at the 
appropriate rate per the Code of Practice. 

Recommendation 27.2: Revenue should review the mechanisms ithas in place 
to ensure that interestand penalties are quantified in accordance with legislation 
and its Code of Practice. It should consider putting in place a quality assurance 
system wherebya sample of files are reviewed and shortcomings that are 
identified are addressed. This could help to ensure consistencyof interpretation 
and application of the legislation and the Code of Practice and provide assurance 
to Revenue that taxpayers are treated equitably. 

Accounting Officer Response: Agreed. The nature of an audit, in particular 
when it comes to negotiating the auditsettlement, varies significantlyfrom case to 
case and while the legislation and the Code of Practice provide the auditorwith a 
structure within which to operate, the auditormustuse judgmentto weigh upall of 
the facts and circumstances in a case to come to a fair and workable settlement. 
Several initiatives have been introduced since July 201 2 to enhance the quality of 
the compliance intervention process. Enhancing the qualityof our interventions 
will continue to be high on our agenda. The referral of auditsettlements to 
Revenue's top management, on a random basis, introduced in July201 3, will 
considerablyenhanceourcapacityto identify shortcomings in the process. In 
addition, a programme of quality assurance checks of cases selected randomly 
will be implemented bythe Planning Division by2014 and will helpto underpin 
this. 
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27.89 The highest audit settlement in 2012 was for €15 million in Case B. Notwithstanding the 
technical complexity of the case and the amount involved, the case was not referred 
within Revenue to its anti-avoidance unit. The evidence around negotiating the 
settlementindicatedthatRevenue could have added rigourand transparency to its 
approach through making the taxpayer aware of the potential liability, and clearly 
documenting internally Revenue's assessment ofthe probable outcomes of litigation. 

27.90 The approach taken in the case with the second highestsettlementof€8 million in Case 
A contrasted with the approach taken in Case B. In Case A Revenue involved its anti- 
avoidance unit from an early stage and the taxpayer was made aware ofthe total 
potential liability in the course of negotiations while the case also showed that Revenue 
considered the likelyoutcome of litigation in the course ofthe settlement negotiations. 

Recommendation 27.3: Revenue should 

■ review its approval process and considersetting upasettlementapprovals 
committee for specified types of cases e.g. cases of high value, cases of 
technical complexity and cases with a high degree of risk 

■ where there is a difference between the estimate of liabilityand the 
settlementamountproposed, consider requiring approval at the level ofthe 
original Revenue assessment (including appropriate interestand penalties) in 
orderto ensure the potential tax foregone is reviewed at the appropriate 
level. 

Accounting Officer Response: Agreed. Further consideration will be give to 
these recommendations. Revenue has in place a robustapproval system 
requiring at least one approver at management level. Depending on the size of 
the settlement, approval at District Manager, AssistantSecretaryand 
Commissioner level maybe required. The standard conductof a settlement 
negotiation involves regular internal consultation, as well as attendance by 
managers at meetings with taxpayers. In addition there are monthly management 
meetings chaired atAssistant Secretary level, or at the four-monthlyresults 
review meetings ofthe Assistant Secretaries, chaired by a Commissioner, where 
the level of sanctions applied to auditsettlements is discussed in detail. 

In July 201 3, the case managementsystems have been modified to remind the 
approver to satisfyhim/herselfthatthe quality standards have been metin 
relation to the recording of the audit. Furthermore the systems alsoallowforthe 
referral of a percentage of audit settlements, irrespective ofthe amountof that 
settlement(including nil settlements), to Assistant Secretaries and membersof 
the Board, for approval. These initiatives are designed to raise the awareness of 
the importance of quality case working. In the samevein.the programmeof 
checks referred to above will help to reinforce the quality intervention message. 

Recommendation 27.4: Where cases maybe settled for materiallyless than the 
Revenue estimate of a taxpayer's liability, Revenue should consider (and 
docum ent) the alternative outcom es that m ight be expected from litigation where 
this is the alternative course of action. It is acknowledged thatsignificant 
judgmentmaybe required and settlements maybe complex. Matters to be 
considered include uncertainties aboutthe possible outcome as well as the time, 
costs and risks involved in litigation. Decisions, and the rationale for them, should 
be fully and clearly documented before thefile is submitted forapproval. 
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Accounting Officer Response: Agreed. The Quality Compliance Intervention 
Standards launched in May 2013 will support implementation ofthis 
recommendation and of that of 28.6 below. 

Recommendation 27.5: Where cases involve technical complexity, specialist 
staff within Revenue (and externally where this is considered necessary) should 
be consulted and theiropinions documented and recorded on the file. 

Accounting Officer Response: Agreed. It is agreed that where it is necessary 
for an auditorto consult internallyor externally, the specialistopinionsshould be 
documented and recorded on file. 

Recommendation 27.6: In regard to the negotiation of audit settlements, 
Revenue should consider 

putting in place detailed guidance and procedures for the conduct of 
settlement negotiations 

■ requiring those negotiating the settlements to put forward Revenue's highest 
estimate of the taxpayer's liability including the appropriate interestand 
penalties 

■ setting up an experienced negotiating team which would be available to all 
units in circumstances where significantsums are atstake. 

Accounting Officer Response: Agreed. All staff who participate in the audit 
training programme receive a module on settlement negotiations, where 
techniques are taughtth rough a mixture of formal training, role plays and case 
studies. While the development of detailed guidance and procedures for 
conducting settlementnegotiationswill be considered, a strong emphasis is 
already placed on mentoring less experienced auditors through this phase of the 
audit process by having them attend meetings with senior staffwhere settlement 
negotiations are taking place. In addition, where particulartechnical issues are 
involved or large amounts are under discussion, the audit manager, and in larger 
cases the District Manager, as well as technical support, attend meetings with 
taxpayers and agents. Further consideration, however, will be given to the 
proposals in this recommendation. 
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Annex A - Penalties Rates for Defaults on or after 24 December 2008 



Qualifying disclosure and 
taxpayers co-operation 

All qualifying disclosures in 
this category 



Category of default 

Careless behaviour 
without significant 
consequences 



First qualifying disclosure h Careless behaviour w ith 
these categories significant 

consequences 

Deliberate behaviour 



Prompted disclosure 

10% 

20% 
50% 



Unprompted 
disclosure 

3% 



5% 



10% 



Second qualifying 
disclosure in these 
categories 



Third or subsequent 
qualifying disclosure in 
these categories 



Careless behaviour w ith 
significant 
consequences 

Deliberate behaviour 

Careless behaviour w ith 
significant 
consequences 

Deliberate behaviour 



30% 

75% 
40% 

100% 



20% 

55% 
40% 

100% 



No qualifying disclosure 

All defaults w here there is 
no qualifying disclosure 



Category of default 

Careless behaviour 
w ithout significant 
consequences 

Careless behaviour w ith 
significant 
consequences 



No co-operation Co-operation only 

20% 15% 



40% 



30% 



Deliberate behaviour 



100% 



75% 



Note: 



This table refers to defaults that occurred on or after 24 December 2008 (Finance No. 2 Act 2008), where the 
taxpayer makes a qualifying disclosure and also to defaults where no qualify ing disclosure is made. The tax 
geared penalty is a percentage of the underpaid tax. 



Other Matters 



28 



Accounts of the National Treasury 
Management Agency 



28.1 Section 12 of the National Treasury Management Agency Act 1990(theAct) requires 
the National Treasury Management Agency (the Agency) to keep accounts of all 
moneys it receives or expends in the form approved by the Ministerfor Finance (the 
Minister), and to submit them foraudit by the Comptrollerand Auditor General. 
Following completion ofthe audit, the Agency mustsubmit the accounts to the Minister, 
who in turn mustpresentthe accounts to the Houses ofthe Oireachtas. 

28.2 Separately, Section 12 (3) ofthe Act requires the Comptroller and Auditor General to 
report to Dail Eireann with respectto the correctness ofthesums brought to account by 
the Agency each year. This is the report for 2012 underthat section of the Act. 



1 The National Treasury 
Management Agency 
(Unclaimed Dividends) 
Account, the National 
Loans (Winding Up) 
Account, the National 
Loans Advance Interest 
Account, the Deposit 
Monies Investment Account 
and the Account of Stock 
Accepted in Payment of 
Inheritance Tax and Death 
Duties. 



Accounts of the Agency 2012 

28.3 The accounts of the Agency for 2012 have been audited. My reports on the audits were 
issued on 30 June 201 3. The accounts have been presented to the Minister who laid 
copies ofthem before both Houses ofthe Oireachtas on 18 July 2013. 

28.4 I am satisfied thatthe accounts properly presentthe transactions ofthe Agency for 2012 
and its balances atyear end. 

28.5 The accounts audited under Section 1 2 (as amended) are as follows 

■ National Debt of Ireland 

■ National TreasuryManagementAgency administration account 

■ PostOffice Savings Bank Fund financial statements 

■ State Claims Agency financial statements 

■ Small Savings Reserve Fund account. 

28.6 In accordance with Section 12 (as amended), the accounts ofthe Agency are required 
to note a record of expenses incurred in relation to the 

■ National Pensions Reserve Fund 

■ National Development Finance Agency 

■ National Asset Management Agency. 

28.7 The Carbon Fund is accounted for separately and does notform part of the Agency's 
accounts for the purposes of Section 12 (as amended). The financial statements ofthe 
Carbon Fund are audited underthe Carbon Fund Act 2007. My report on the audit was 
issued on28 June2013. 

28.8 For the year ended 31 Decern ber201 2, five small accounts 1 which had been accounted 
for separately in prioryears have been incorporated into the national debtaccounts for 
efficiency purposes. There is noimpacton the level of information presented in relation 
to the five accounts arising from this change. The Minister has approved the revised 
format of the national debtaccounts. 
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Functions, Roles and Staffing of the Agency 

28.9 The Agency is a com plexorganisation with multiple functions and roles that now extend 
beyond its original function of managing Ireland's national debt. 

28.10 A summaryofthe Agency's structure, main functions and roles is outlined in Figure 
28.1. 

Figure 28.1 Main functions and roles of the National Treasury Management Agency 



Bodies with own board/commission 
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State Funding, Debt Management and Treasury Services 

28.1 1 The Agency borrows on behalf of the Exchequerand manages Ireland's national debt. 
At the end of 2012, this amounted to€137.6 billion aftertaking accountof cash and 
other financial assets. 

28.12 Details ofthe structure of the national debtare included in Chapter2, which deals with 
the overall amount of Government debt. 

28.13 The funding and debt managementdivision ofthe Agency performs a numberofother 
functions, including treasuryoperations forthe National Asset Management Agency 
(NAMA) and the National Pensions Reserve Fund (NPRF), providing a central treasury 
service for State bodies and local authorities and managing the assets ofthe Dormant 
Accounts Fund and the Post Office Savings Bank Fund. It also oversees the Small 
Savings Reserve Fund. No moneys were paid into the Small Savings Reserve Fund in 
201 2 or were held in the Fund at year end. 



317 



Accounts of the National Treasury Management Agency 



State Claims Agency 

28.14 The Agency manages personal injury, property dam age and clinical negligence 
compensation claimson behalf of certain State authorities. When performing these 
functions, the Agency is known as the State Claims Agency (SCA). The Agency has 
estimated the costof settling the claims thatwere outstanding at31 December201 2 at 
€1.1 billion (201 1:€0.99 billion). 

28.15 Awards and associated claim costs of the SCA in 2012 amounted to €100 million. A 
further €10.3 million was incurred bythe Agency in administrative costs incurred in the 
performance of its SCA functions. These administrative costs are included in the 
administration expenses ofthe Agency and are charged on the Central Fund. 

28.16 Clinical claimsare managed undera numberofSCA schemes, the largestofwhich is 
the Clinical IndemnityScheme. Chapter29 reports on the operation ofthe Clinical 
IndemnityScheme. 

NewERA 

28.17 In September201 1 ,the Governmentannounced the establishment ofthe New 
Economyand Recovery Authority (NewERA). It was initially set up within the Agency 
on a non-statutorybasis. 

28.18 Expenditure incurred by the Agency in 2012 in relation to NewERA was mainly in 
relation to the following 

■ the proposed disposal of State assets 

■ corporate finance and governance advice in relation to the governance, financial 
and commercial aspects of certain State bodies/assets 

■ advice in relation to activities to facilitate investment in economic infrastructure 

■ legal advice obtained regarding amending the NTMA legislation, including the 
feasibilityof establishing NewERAas a holding com panyfor certain commercial 
State bodies. 

The costs of NewERA functions are notseparatelydisclosed in the Agency's 
administration account, as there is no legislative requirementfordisclosure. 

28.19 In June 2013, the Government announced thatit had agreed to the drafting of new 
legislation which will provide forthe establishmentof NewERA on a statutory basis. 1 
NewERA will have a legal mandate to provide commercial advice to relevant Ministers 
and Ministerial shareholders forsemi State companies undertheir remit. It will work 
with stakeholders to advise, develop and structure proposals for investment in priority 
sectors. The relevant Ministers will retain responsibilityand control. The advisory 
functions will include 

■ corporate governance 

■ financial performance and recommendations 

■ optimal utilisation of resources 

■ corporate strategy 

■ capital and investmentplans 

1 To be called National 

Treasury Management ■ board appointments 

Agency (Amendment) Bill 

2013. ■ acquisitions, disposals, reorganisations and restructurings. 



318 Report on the Accounts of the Public Services 2012 



Financial Institutions Guarantee Schemes 

28.20 Underthe Eligible Liabilities Guarantee scheme, certain eligible liabilities, including 
deposits and debtsecurities of up to five years maturity in participating institutions are 
guaranteed by the Minister. Understate aid rules, the scheme requires the approval of 
the EU Commission atsix-monthlyintervals. 

28.21 The Agency operates the scheme on behalf of the Minister. While the scheme is 
administered bythe Agency, the Accounting Officer of the Departmentof Finance is 
accountable forthe fees received. 

28.22 On 26 February 201 3, the Minister announced the closure of the scheme to all new 
liabilities with effect from midnighton 28 March 2013. After this date, no new liabilities 
can be incurred underthe scheme. At 28 March 2013, amounts covered bythe scheme 
totalled €75 billion. 

28.23 Following the liquidation of the Irish Bank Resolution Corporation Limited (IBRC) in 
February 201 3, claims underthe scheme forguaranteed liabilities (bonds and deposits) 
maybe made. Total claim payments to 10 July 201 3 were €939.4 million (€933.8 
million forbonds and€5.6 million fordeposits). 1 

28.24 The Minister also delegated the following to the Agency 2 

■ verifying claims for payment in respect of a deed of guarantee made on 29 
November2010 in relation to certain derivative contracts entered into by IBRC 

■ paying out amounts due and payable underthe deed of guarantee. 

28.25 Up to 10 July2013, derivative-related payments totalling €37.4 million had been made 
by the Agency as a resultof the liquidation of IBRC. 1 

Banking System Functions Staffing 

28.26 In March 2010, the Government delegated certain banking system functions of the 
Ministerto the Agency. 3 The delegation related, in particular, to managementofthe 
State's interestinthe credit institutions covered bythe banking guarantees and the 
negotiation of capital support to those institutions. The delegation was revoked in 
August 201 1 4 and the Agency's Banking Unit has since then been seconded to the 
Departmentof Finance. 



1 These are unaudited 
figures. While the Agency 
processed the payments, 
they will be reflected in the 
2013 Finance Accounts. 



28.27 At the direction of the Minister, costs of the Banking Unit continue to be met bythe 
Agency. Costs incurred during 2012 comprised staff costs and certain consultancy 
costs. The costs of the Banking Unit are not separatelydisclosed in the Agency's 
administration account, as there is no legislative requirementfordisclosure. 



2 Statutory Instrument No. 
85 of 2013. 



3 Statutory Instrument No. 
115 of 2010. 



4 Statutory Instrument No. 
395 of 2011. 
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Carbon Fund Purchases 

28.28 On behalf of the State, the Agency administers the purchase of carbon credits required 
to meet Ireland's climate change obligations through the Carbon Fund, which was 
established bythe Carbon Fund Act 2007. However, since February 2009, the 
purchase of carbon credits has been suspended. At the end of 201 2, the Carbon Fund 
held assets with an acquisition value of €99 million. 

National Pensions Reserve Fund 

28.29 The Agency is Manager of the National Pensions Reserve Fund (the Fund). The Fund's 
legislative remitallows the Minister to direct the Fund Com mission to make certain 
investments and certain payments to the Exchequer. The Fund held net assets of 
€14.7 billion at end 201 2. The net assets comprise€6.1 billion in discretionary 
investments and €8.6 billion in directed investments. My report on the auditof the Fund 
was issued on28 June2013. 

28.30 The Agency incurred costs of €3.9 million in its role as Managerof the Fund. This is 
disclosed in the Agency's administration account but is not recouped bythe Agency. 

28.31 The proposed National Treasury Management Agency (Amendment) Bill 2013 will 
provide forthe establishment ofthe Ireland Strategic Investment Fund (ISIF) by 
reorienting the Fund and making the Fund's discretionary portfolio resources available 
for commercial investmentin Ireland. 

National Development Finance Agency 

28.32 The National Development Finance Agency (NDFA) is the statutory financial advisorto 
State authorities in respect of all public investment projects with a capital value over €20 
million. It also has responsibilityforthe procurementand delivery of public private 
partnership projects in sectors otherthan trans port and the local authorities. 

28.33 The NDFA performs its functions through the Agency. Fees and expenses incurred by 
the NDFA in the performance of its financing and advisory functions amounted to€1 .6 
million in 201 2. These expenses are recoupablefrom the relevant State authorities 
availing of NDFA services. A further €6.1 million was incurred bythe Agency in the 
performance of its other NDFA functions. This is disclosed in the Agency's 
administration account but is not recouped bythe Agency. My report on the auditof the 
NDFA was issued on 28 June 201 3. 

National Asset Management Agency 

28.34 The Agency assigned staff and provided services to NAMA during 201 2 for which a cost 
of €36.9 million was incurred and recharged to NAMA. 1 

■ Justover €30 million was incurred in respect of staff costs .This comprised €27.1 
million for 224 staff directly em ployed by the Agency and assigned to NAMA and 
€3.1 million in respect ofthe apportioned costof Agency employees operating 



1 The total administrative 
costs of NAMA were 
€119.1 million in 2012 
(€128.4 million in 2011). 



shared services including IT, human resources and finance. 



Justunder€7 million was incurred in respect of other costs incurred bythe Agency, 
including rent, office services and consultancy costs. 2 



2 See NAMA financial 
statements 2012. 



28.35 My report on the auditof NAMA was issued on 2 May 2013. 
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Agency Staff Distribution 

28.36 Staff numbers in the Agency have risen as a resultof the additional responsibilities 

assigned to it. At end 201 2, staff numbers totalled 500 (201 1 : 433). The assignmentof 
staff to the various functions of the Agency at end 2012 is set out in Figure 28.2. 



Figure 28.2 Agency staffing distribution at end 201 2 



Number of staff 



Funding and debt management 14 

State Claims Agency 69 

New ERA 12 

Banking Unit 3 12 

National Pensions Reserve Fund 13 

National Development Finance Agency 44 

National Asset Management Agency 224 

Support services and other b 112 

Total 500 



Source: National Treasury Management Agency 

Notes: a On secondment to the Department of Finance. 

b Finance, Technology and Risk (74), HRand Corporate 

Services (8), Legal, Control and Compliance (16), other (14). 

Governance Structure of the Agency 

28.37 The Chief Executive of the Agency reports directly to the Minister. The Agency currently 
operates withouta board but has an Advisory Committee to assistand advise on 
matters the Agency refers to the Committee. 

28.38 As outlined earlier, proposed legislation will provide forthe establishmentofthe ISIF 
and will put NewERAon a statutory footing. It will also propose a revised corporate 
governance structure for the Agency to streamline its governance structures and to 
establish a new overarching Board. This will involve the dissolution ofthe NPRF 
Commission and the NDFA Board. The reorganisation ofthe services will require 
restructuring ofthe financial statements and accounts. 



29 Clinical Indemnity Scheme 



29.1 The National TreasuryManagementAgency (NTMA) has a statutory obligation to 
manage personal injuryand property dam age claims against certain State authorities. 1 
The legislation also prescribes a riskmanagementroleforthe NTMA, to adviseand 
assist State authorities in minimising theirexposure to future claims. When performing 
these functions, the NTMA is known as the State Claims Agency (SCA). 

29.2 The principal objectives of the SCA are to 

■ ensure thatthe State's liabilities in respect of claims and the expenses relating to 
their managementare contained at the lowestachievable level 

■ implementriskwork programmes, including risk advisory services, in State 
authorities with the aim of reducing the costs of future litigation against the State. 

29.3 There are currently 54 State authorities, with over 200,000 employees, within the SCAs 
remit. The remit covers claims against the State itself and certain State authorities 
including government ministers, the Attorney General, healthcare enterprises, the 
Commissionerof An Garda Siochana, prison governors and various otherbodies. 2 

29.4 At the end of 201 2, the SCA had 5,755 claims under managementwith an estimated 
potential liabilityin excess of €1 .1 billion. The broad categories of claims managed are 
employer liability, public liability, property damage and clinical. Justunderhalfof the 
active claims atthe end of 201 2 fell into the clinical category, and these accounted for 
over 85% of the estimated potential liabilityfor all claims. 

29.5 Clinical claims are managed undera numberof SCA schemes, the largestofwhich is 
the Clinical IndemnityScheme (CIS). 

29.6 This report reviews the SCAs managementofthe CIS and, in particular 

■ the economyof its operations in terms ofthe statutory obligation to contain claim 
liabilities and expenses atthe lowestachievable level 

■ the efficiency of claims management in terms ofthe methods and time taken to 
settle and dispose of claims 

■ the actions and initiatives taken to fulfil its statutory responsibilities in relation to risk 
management. 



1 National Treasury 
Management Agency 
(Amendment) Act, 2000. 

2 The SCA's sphere of 
activity was significantly 
expanded in February 
2011 to encompass new 
classes of claims and 
additional authorities. 
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Scope of the Clinical Indemnity Scheme 

29.7 The CIS was established in July2002 in order to address two significant issues that had 
arisen in respectof the pre-existing medical indemnityarrangements. 

■ The commercial insurance markethad reached a point whereby it was no longer 
willing to provide insurance cover in the field of obstetrics due to the escalation in 
court awards and costs in cases of birth-related cerebral dysfunction. 

■ Due to diverse insurance and indemnityarrangements, the previous system for 
resolving medical indemnity claims often featured multiple legal teams and was 
generallyacknowledged to be costly, time consuming and adversarial in nature. 

29.8 The scheme covers all medical malpractice and clinical negligence claims arising from 
the diagnosis, treatmentand care of patients taken against public healthcare 
enterprises and theirclinical, nursing and allied healthcare practitioners. Consultant 
hospital doctors are covered underthe CIS in respectof alleged incidents of clinical 
negligence occurring on orafter 1 February 2004. 

29.9 Since 1 February 2004, the CIS has also covered the excess on the indemnityceiling 
setby private insurers for consultants working in whole-time private practice. The 
current ceiling setby private insurers forconsultantsin high riskspecialties(e.g. 
obstetricians, neurosurgeons, orthopaedic surgeons) is €565,000 per claim , subject to 
an annual aggregate limit of €1 .695 million. For other specialties, the ceiling is €1 .13 
million perclaim.with no annual aggregate limit. 

29.10 Underthe scope of the CIS, the SCA can arrange legal representation at coroners' 
inquests for agencies and individual practitioners where this is requested. However, it 
does notprovide representation atdisciplinaryorcriminal proceedings orbefore 
professional regulatory bodies. 

Funding of the Scheme 

29.11 Clinical indemnityis provided on the basis of a form of 'enterprise liability' which is a 
conceptgenerally involving enterprises assuming liabilityforthe actions of their 
employees. In the case of the CIS, the State assumes responsibilityfor the 
indemnification (through the HSE) and management(throughtheSCA) of claims on 
behalf of health enterprises. 

29.12 The CIS is funded on a 'pay-as-you-go' basis. The SCA meets the cost of awards and 
associated expenses in the first instance before being reimbursed on a monthly basis 
from the HSE Vote. Roles in respectof the CIS are setout in Figure 29.1. 
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Figure 29.1 Clinical Indemnity Scheme roles 



HSE 



Provides 
indemnity 



Reimburses cost of 
claim 



State Claims 
Agency 



Public 
healthcare 
enterprise 



Administers 
treatment/care 



Submits claim 



Patient 



Pays award/settlement 



29.13 In some cases, whether by agreementor adjudication ofthe courts, it maybe decided 
that liability is to be apportioned on a percentage basis between the SCA and a third 
party/co-defendant. This may arise, for example, in a case where the SCA is 
representing a hospital and its nursing staff and a medical defence organisation is 
representing a doctoror consultant. For some of these claims, the SCA will meetthe full 
costand then recover an appropriate amountfrom the third party. Amounts recovered 
from third parties are offset againstthe next monthly reimbursementfrom the HSE. 



29.14 The SCAs income and expenditure in respect of CIS claims are accounted for in its 
annual financial statements. Staff costs and overheads ofthe SCA are included in the 
administration expenses ofthe NTMA which are met from the Central Fund. 



Medical Defence Union Settlement 



29.15 The Governmentdecision approving the establishment of the CIS indicated that the 
scheme would not have retrospective effect. Accordingly, when the CIS was extended 
to cover consultants from 1 February 2004, medical defence organisations retained 
liabilityfor any future claims in respect of incidents thatoccurred priorto that date. 

29.16 One UK based organisation, the Medical Defence Union Limited (MDU), contended that 
the Irish State should takeover the liabilities of its members forclaimsin respect of 
incidents occurring priorto the extension of the CIS. When the MDU refused to 
indemnify Irish consultants, the Department of Health implemented new arrangements 
in October 2004, whereby clinical negligence claims against consultants were handled 
by independentsolicitors, nominated bythe Irish Hospital Consultants Association and 
the Irish Medical Organisation. At the conclusion of individual cases, the solicitors were 
entitled to apply to the Ministerfor Health for ex-gratia assistance in respect of 
settlements and related costs. Underthose arrangements, the Departmentof Health 
made ex-gratia payments totalling nearly €43 million up to June 2012. 
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29.17 Negotiations between the Department of Health and the MDU in respect of the MDU's 
historic liabilities commenced in 2004 and broke down in 2005. Discussions between 
the parties commenced in January201 1 with the aim of settling ongoing litigation. In 
early 201 2, the SCA was given access to MDU data, enabling it to estimate the total 
potential liabilityin respect of pastand potential future claims relating to incidents that 
occurred prior to February2004. In September 20 12, the Government decided to accept 
an MDU offer of €45 million in full and final settlement of its historic liabilities in Ireland. 

29.18 The Attorney General and the Department of Health legal team agreed that the €45 
million package was the bestavailable offer and that there was a riskthatthe State 
would not recover anything from the MDU if proceedings were continued. The agreed 
€45 million settlementwas received by the Irish State in December2012. 

Clinical Claims 

29.19 At the end of 2012, the SCA had over 2,652 clinical claims under management, of which 
about2,600 related to the CIS. Of 833 new clinical claims received during 201 2, about 
230 related to hip replacement procedures carried outusing implants manufactured by 
DePuy Orthopaedics Inc. The SCA stated that it reached an agreement with DePuy 
during 2013, whereby the companywill provide indemnityin respect of mostof the 
cases and will reimburse costs incurred bythe State to date in defending those cases. 

29.20 Figure 29.2 traces the caseload for clinical claims overthe period 2008 to 2012. DePuy 
claims received during 2012 are splitoutto show the general underlying trend in new 
clinical claims. 



Figure 29.2 Number of clinical claims, 2008 to 201 2 




Source: State Claims Agency 
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Estimated Potential Liability 

29.21 The SCA calculates an estimate of the potential liabilityassociated with each individual 
claim. The policy is to forecastthe most likely outcome scenario, in terms of the amount 
of the award/settlement and all associated costs, and then add a 'margin of comfort' of 
up to 20%. Estimates are adjusted overthe life of claims to reflect new information that 
becomes available - a margin of up to 20% is included in each revised estimate. 

29.22 The reasons provided bythe SCA for the inclusion of a margin of up to 20% in its 
estimate of potential liabilities for individual cases included 

■ to reflect the possibilitythatthe case may not settle priorto a court hearing, which 
would generallyresultin higherawards and legal costs 

■ to reflect the possibilityof unanticipated com plications with regard to the plaintiff's 
medical condition thatmayentail highergeneral orspecial damages 

■ the comfortfactor of 20% is an acknowledged, conventional provision used by 
prudential insurers/indemnity providers. 

29.23 In cases involving cerebral palsyor cerebral dysfunction, the initial estimate is setata 
standard amount, pending an assessmentof liability and causation. Where an element 
of contributory negligence orthird party liability is involved, this is reflected in the 
estimate of potential liabilityfor the SCA. 

29.24 The estimates of potential claim liabilityare used for two purposes. 

■ The scheme's actuaries use this information to prepare annual budget forecasts 
which estimate the likely costof managing and settling CIS claims in the coming 
year. 

■ The annual financial statements of the SCA include a note disclosing the aggregate 
estimated liabilityof State authorities in respectof all claims undermanagementby 
the SCA, at 31 Decembereachyear. 

29.25 Figure 29.3 shows the estimated potential liability in respectof active clinical claims at 
the end of each year between 2008 and 2012. 



Figure 29.3 Estimated potential liability for clinical claims 3 , 2008 
to 2012 



Year 


Numberof claims 
at 31 December 


Estimated potential liability 13 






Total 


Claim average 






€m 


€000 


2008 


1,675 


449 


n/a 


2009 


1,783 


636 


356 


2010 


1,935 


786 


406 


2011 


2,139 


860 


402 


2012 


2,652 


970 


366 



Source: State Claims Agency, Annual Reports of the NTMA 

Notes: a Figures shown refertoall clinical claims, including non-CIS claims. 

b The estimated potential liability in 2008 is as at 30 June. Estimated 
potential liabilities for other years are as at 31 December. 
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29.26 Obstetrics-related claims, though accounting for 20% of the clinical claims volume, 
represent55% of the total estimated liability. This is due to the high settlementvalues 
associated with cerebral palsycases and other serious birth -related claims. 

29.27 Auditors appointed by the SCA carry out an annual review of the estimated potential 
liabilityassigned to a sample of claims. 1 The purpose of the review is to confirm that the 
SCA policy for estimating potential liabilityis being applied byclaims managers and that 
estimates for individual cases appear reasonable, in view of the case information on file. 

29.28 The review carried out by the internal auditors in 201 2 considered a sample of 105 
claims (1 1 of which were closed files) with estimated potential liabilities totalling €134.5 
million. 2 In 19 cases, it was found that the potential liabilityassigned was too high, 
generallybecause the estimate had yet to be adjusted to reflect actual payments made. 
In two cases, the potential liability was found to be underestimated because 
adjustments had yet to be made to reflect the latestavailable information. 

29.29 At an overall level, the review concluded that the estimated potential liabilities forthe 
sample of claims were "generallywithin reasonable parameters", although itdid not 
quantify the parameters applied. 

Claims Management 

29.30 Clinical claims managers atthe SCA, with legal orinsurance backgrounds, are 
responsible for investigating claims and formulating individual claim management 
strategies. The objective is to investigate claims in a thorough and timelyfashion in 
orderto facilitate early decision-making in relation to liabilityand strategy. The steps 
involved in investigating claims include 

■ reviewing medical records 

■ examining statements byclinical persons involved 

■ commissioning opinions from re levant experts 

■ appointing solicitors to deal with legal proceedings 

■ obtaining additional statements orfurtherexplanations 

■ consulting with solicitors and/or counsel, as required. 

29.31 When a claim is made underthe CIS, the practitionerthat provided the clinical care is 
required to review all medical records relating to the incidentand prepare a statement 
setting out his/her involvement in the patient's treatment. 



1 The scope of the review 
is wider than the CIS and 
covers all claims under 
management by the SCA. 

2 The sample was 
selected from a list of 
active claims at 31 August 
2012 and a list of claims 
that had been closed 
between 10 November 
2011 and 31 August 2012. 



327 



Clinical Indemnity Scheme 



Settlement of Claims 

29.32 In cases where the SCA investigation concludes thatthe relevant State authority bears 
some or all liability, it seeks to settle claims expeditiouslyand on reasonable terms. If it 
considers thatthe State is not liable, the SCA's policy is to apply all necessary 
resources to defend the claim . Figure 29.4 illustrates the processes bywhich CIS claims 
have been resolved since 2008. 



Figure 29.4 How CIS claims were resolved, 2008 to 201 2 




I Court judgement 



□ Indemnity from other 
insurer 

□ Statute- barred 



□ Discontinued/withdrawn 



■ Agreed settlement 



2008 2009 2010 2011 



2012 



Source: State Claims Agency 

29.33 The SCA resolves the majorityof CIS claims by negotiating a settlement, either directly 
with the plaintiffs legal team, orthrough a process of mediation. The SCA advocates 
mediation as a preferable alternative to the adversarial courts system for resolving 
clinical negligence cases. Mediation maybe initiated by the parties or suggested bythe 
court. 



29.34 Between 2008 and 201 2, the proportion of claims that were resolved at no cost to the 
SCA declined significantly. Claims thatmaybe resolved at no costinclude cases that 
become statute-barred due to the lapse oftime and cases where itis established thata 
third party or co-defendant is fully liable. 1 The SCA indicated that the decline in those 
cases was due to 

■ a reduction of about75% in the numberof cases where initial letters of claim were 
received but no formal proceedings were issued within the two year limit 

■ a reduction in the numberof cases relating to treatment/care provided by 
consultants priortothe extension of the CIS in February 2004 - in many of these 
cases, liabilityfor the claim remained with the medical defence organisation that 
indemnified the consultant. 



29.35 Less than 3% of CIS claims are resolved through the courts. The cases thatdo goto 
court are generallythose involving infant cerebral palsyor other catastrophic injuries. 
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Periodic Payment Orders 

29.36 Periodic payment orders (PPOs) involve awards /settlements in catastrophic injurycases 
being paid on a periodic basis (norm ally annual), ratherthan as a single lumpsum. A 
PPO would generallyinvolve the payment of an initial lumpsum followed byannual 
payments over the duration of the claimant's life, to cover the costof future care and 
medication. Under a PPO system, there is uncertainty as to the total future liability 
associated with awards/settlements, because annual payments continue until the death 
of the claimant. 

29.37 In October 2010, a working group chaired by a High Court judge completed a report 
examining the case for introducing a PPO system in respect of catastrophic injury 
cases. The working group recommended the introduction of legislation to em powerthe 
courts to make consensual and non-consensual PPOs to compensate injured parties in 
cases of catastrophic injurywhere long-term care will be required. 

29.38 While PPOs have yet to be legislated for, the SCA advised that it has settled 24 
catastrophic injurycases on the basis of a suspended PPOarrangement, involving the 
payment of an initial lumpsum including provision for the costof two years' future care. 
It was anticipated thatthe required legislation would be in place before the next court 
dates for these cases, i.e. two years after the making of the initial order. 

Cost of Claims 

29.39 The primary objective of the claims managementfunction within the SCA is to minimise 
the costs incurred by the State. 

29.40 The direct costs incurred by the SCA in managing CIS claims comprise damages 
agreed or awarded and associated expenses. These expenses can include legal fees 
(SCA and plaintiff), medical fees, engineers' fees, actuaryfees, expert fees and witness 
expenses. 

29.41 Figure 29.5 setsoutthe costs of CIS claims resolved in each year from 2008 to 2012. 
Figure 29.6 shows the trends inthe average costper claim resolved between 2008 and 
2012, both for all claims and excluding nil costclaims. 
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Figure 29.5 Cost of CIS claims resolved, 2008 to 2012 



Cost element 


2008 


2009 


2010 


2011 


2012 




€'000 


€'000 


€'000 


€'000 


€'000 


Cost for all claims resolved 












Aw ards/settlements 


9,490 


13,150 


30,140 


36,630 


36,120 


Legal fees-SCA 


4,450 


4,590 


7,680 


8,600 


9,330 


Legal fees - plaintiff 


5,380 


4,600 


11,020 


14,250 


13,790 


Other 


830 


370 


890 


1,040 


1,030 


Total 


20,150 


22,710 


49,730 


60,520 


60,270 


Average cost per claim resolved 












Aw ards/settlements 


24 


33 


68 


87 


88 


Legal fees-SCA 


11 


11 


18 


20 


23 


Legal fees - plaintiff 


13 


11 


25 


34 


34 


Other 


2 


1 


2 


2 


2 


Total 


50 


56 


113 


143 


147 



Source: State Claims Agency 



Figure 29.6 Average cost per CIS claim resolved, 2008 to 2012 
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Source: State Claims Agency 

29.42 Both measures show a marked escalation between 2009 and 201 1 . Over that period, 
the average cost per claim resolved increased from around €56,000 to €143,000. This 
contrasts with the average estimated potential liabilityfor active din ical claims which 
was over €400,000 at the end of 20 1 1 and about €366,000 at the end of 20 1 2 (see 
Figure 29.3). 

29.43 The reasons provided bythe SCAforthe escalation in costs since 2008 include 

■ The effect of 2,500 consultants, whose claims were previouslyhandled bymedical 
defence organisations, joining the CIS from 1 February 2004. By their nature, 
claims involving treatments provided by consultants tend to be larger than average. 

■ Many ofthe cases resolved towards the end of the period were relatively more 
complexas the SCA had prioritised the settlementof non-complexclinical 
negligence claims during the initial period afterthe CIS scheme was setup. 
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■ The rate of medical costs inflation was significantlyhigherthan the rate of general 
inflation during the period. This was reflected in judgements of the High Court, with 
the cap on general damages for serious and catastrophic injury cases increasing by 
29% from €350,000 to €450,000 per case. 



Cost Control 



29.44 The extent to which the SCA can influence the level of court awards and agreed 
settlements is limited. Whilstthe quality of the defence case putforward or the 
effectiveness of negotiations maybe important, the outcome of the award or settlement 
is likely to be heavily influenced by the seriousness of the adverse incidentand the 
extent of clinical negligence thatoccurred. 

29.45 The SCA has undertaken a numberof recent initiatives aimed atreducing the level of 
fees paid to its own retained legal firms. 

■ In 201 1 , the SCA completed a competitive procurement process to establish a 
panel of solicitors forthe provision of legal services in respectof all claims underits 
management. The SCA has stated that establishmentof the panel has enabled itto 
reduce the rates for legal fees paid to its retained solicitors firms by25%. In 
addition, the SCA imposed caps on the levels of the fees paid to its panel solicitors 
in respectof cases involving catastrophic injury. 



■ In 2012, the SCA initiated a competitive tendering process for barristers under 
which fees were capped at up to 25% below pre-existing levels. The lowerfees 
apply to a wide range of legal services in respectof the District Court, Circuit Court 
and High Court. The SCA expects panels forboth juniorand seniorcounsel to be in 
place by October 201 3. 

29.46 The SCA states that it seeks to achieve the maximum possible reduction on bills for 
legal costs submitted by plaintiffs' legal teams. The policy of the SCA is to record 
savings negotiated in respectof plaintiffs' legal costs on the basis ofthe difference 
between amounts invoiced and amounts settled and paid on a claim by claim basis. In 
201 2, it estimated thatthe average amount paid to settle plaintiffs' legal costs in respect 
of CIS claims was around two-thirds ofthe amounts originallyinvoiced (see Figure 
29.7). 

Figure 29.7 Recorded savings on plaintiffs' legal costs, 2008 to 2012 




2008 2009 2010 2011 



2012 



Source: State Claims Agency 
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29.47 Examination of a sample of CIS claims files carried out as part of this review found 
evidence that the SCA robustlychallenges invoiced plaintiff legal costs and secures 
significantsavings. However, in half of the sample cases examined, recorded savings 
had not been calculated in accordance with the SCA's policy for recognising legal costs 
savings. 

29.48 Subsequently, an analytical review was carried outof recorded legal costs savings for 
all CIS claims resolved between 2008 and 2012. In 174 instances, with recorded 
savings totalling about€2m, it was found that savings had been recorded in respect of 
claims where no legal costs had actuallybeen paid. In someothercases, where there 
was shared liabilitywith a third party, the full amountof legal savings achieved was 
recorded againsttheSCA portion of the legal bill. As a result, there is a doubt over the 
reliabilityof the amountof legal savings recorded by the SCA. 

Lifespan of Claims 

29.49 The average time taken to resolve claims is a measure of the efficiency of the claims 
managementfunction within the SCA Figure 29.8 shows the average time taken to 
settle CIS claims forthe majorclinical specialties between 2008 and 2012. The lifetime 
of each claim was measured from the date it was recorded on the SCAs computer 
system until the date it was marked as closed on the system. 

29.50 The average time taken to resolve claims in each of the clinical specialties increased 
over the period. In the case of mental health, the average duration more than doubled 
from 2.2 years for claims resolved in 2008 to 4.8 years for claims resolved in 2012. 
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Figure 29.8 Average lifetime of CIS claims resolved 3 (years), 2008 to 2012 
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Source: State Claims Agency 

Note: a The average number of claims resolved annually for each specialty , over the five year period, 
ranged from 13 for paediatrics to 1 10 for surgery . 
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29.51 The SCA provided the following reasons forthe rise in the average time taken to resolve 
claims overthe period. 

■ The clinical claims portfolio has matured in terms of complexity over the period , 
influenced largelyby its extension to cover consultants from 1 February 2004. 

■ Significantdelays occurred, particularly over the past three years, in relation to the 
listing of medical malpractice cases within the High Court's personal injuries list. 

■ More aggressive negotiating tactics have been adopted by plaintiffs' solicitors who 
resist earlysettlement in an attempt to gain advantage for their clients e.g. by 
commissioning multiple medical experts' reports (which can take considerable time) 
and delaying matters until a specific court date, where the matteris then settled. 
This mayalso resultin higher plaintiffs' legal costs. 

■ There are certain cases where the SCA mayalso delaysettlemente.g. where the 
Agency maybe engaged in co-defendantorthird party negotiations concerning 
apportionment of liability or where it is seeking an indemnity. Also, the SCA may for 
strategic reasons resist settlement in order to minimise or avoid costs in the future. 

Claims Management Performance 

29.52 Undera formal performance managementsystem in operation within the SCA, annual 
goals and objectives are setfor clinical claims managers. Individual plansforeach 
claims manageraresigned-offbythe head of the Clinical Claims Unitand progress 
againstobjectives is monitored throughoutthe year. In addition, there are a numberof 
key performance indicators (KPIs) in place for the Clinical Claims Unit. Performance 
againstthe KPIs is audited by the SCA's internal auditors. Figure 29.9 provides 
information on the performance of the Clinical Claims Unitforthe period 2008 to 2012. 

29.53 The KPIs reported generally relate to the level of claims management activity and the 
time taken to process transactions. In relation to its overriding objective of minimising 
the costof claims, the SCAstated that it does not setspecificannual targets forcost 
savings to be achieved and that it would be impossible to do so, given the turnover of 
claims in any year and on-going disputes over cost resolution. 



Figure 29.9 Clinical Claims Unit performance, 2008 to 2012 
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Claims w ith costs but no compensation payments 


>20% 













Source: State Claims Agency 

Notes: ^ Target met or exceeded * Did not meet target 



a The targets for some of the indicators were adjusted during the period. The targetsshown aretheones setfor2012. 
Performance is reported relative to the original targets for each year. 

b Performance figures for 2008 to 2010 specif ically relate to the CIS. From 2011 onwards, KPI figures relate to all 
clinical claims, ratherthan just the CIS. 

c Performance reporting commenced in 201 1 . 
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29.54 In relation to the duration of claims, the SCA stated that it has not set specific targets for 
reductions to be achieved. It stated that targets in this area would not be appropriate as 
the extent of investigations required and the complexityof negotiations varies from claim 
to claim and in some cases, a faster resolution could only be achieved at the expense of 
a highersettlement. 



Risk Management 

29.55 One of the SCA's objectives is to advise and assist healthcare enterprises on measures 
to be taken to prevent the occurrence, or reduce the incidence, of adverse clinical 
events that could resultin medical negligence claims. The management of riskwithin 
each health enterprise is the responsibility of the enterprise itself. 



29.56 As the SCA does not have statutory powers of enforcementor recourse to sanctions in 
relation to its recommendations, it relies on persuasion and the prioritisation of patient 
safety as the focus of its risk management activities. 



Adverse Clinical Events 



29.57 Adverse clinical events are events causing injuryor other adverse effects for a patient, 
arising as a consequence of the provision, or non-provision, of clinical care. In a small 
proportion of cases, adverse clinical events can lead to claims underthe CIS. 

29.58 Figure 29.1 illustrates how claims can arise in relation to clinical care ortreatment 
provided. 

29.59 Enterprises covered by the CIS have a statutory duty to reportall adverse clinical events 
to the SCA. All such events must be reported on a web-based IT system, known as the 
National Adverse Events Management System (NAEMS), which links hospitals and 
other healthcare enterprises to a central database hosted bythe SCA. 



Figure 29.10 How claims may arise 
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29.60 The NAEMS database provides key information at national and local level to assist in 
identifying clinical risks. It enables the SCA to identify and analyse developing trends 
and patterns and assists with claims investigation and management. It is intended that 
healthcare enterprises use the system to identify clusters of adverse events and perform 
root-cause analysis ata local level. 

29.61 During 201 3, the SCA provided each health enterprise with a report detailing the 
number of adverse clinical events reported by it and providing a comparison with a peer 
healthcare enterprise. During the course of this examination, the SCA was asked to 
provide a breakdown, by location, of adverse clinical events reported and new claims 
received over the period 2008 to 201 2. The SCA indicated that it had no standard 
managementreportof such consolidated data and thatthe requested information would 
take a considerable amountof time to assemble. 

29.62 Figure 29.1 1 shows the number of adverse clinical events reported over the period 2004 
to 2012. 



Figure 29.11 Adverse clinical events reported, 2004 to 2012 
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Source: State Claims Agency 

29.63 Having increased very significantly between 2004 and 2008, the number of adverse 
clinical events being reported to the SCA has been relatively stable at between 80,000 
and 85,000 each year. 

29.64 Comprehensive and early reporting is critical to theSCAs ability to investigate adverse 
clinical events that may lead to claims and to carry out its risk managementfunction 
effectively. The SCA estimates that related adverse clinical events had been reported in 
advance by the relevant health enterprise for less than 40% of the claims received 
between 2008 and 2012. There are valid reasons whya prioradverse clinical event may 
not have been reported for sometypes of claim e.g. complications maynot arise for 
some time after a surgical procedure. Nevertheless, the rate of prioradverse clinical 
event reporting in claims cases appears low. 

29.65 Figure 29.1 2 provides a breakdown of the majortypes of adverse clinical events 
reported in 2012. 
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Figure 29.12 Types of adverse clinical events reported in 2012 




□ Slips/Falls 

□ Violence/Abuse 
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□ Peri-natal 

■ Treatment 
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Source: State Claims Agency 

Risk Management Activity 

29.66 A team of six clinical risk advisors, with nursing, allied healthcare or medical 
backgrounds, is responsible forthe CIS riskmanagementprogramme.TheSCA 
advised thatthe developmentof the risk management programme is informed bytrend 
analysis of adverse clinical events notified by health enterprises, closed claims analysis, 
evidence based research and international best practice. 

29.67 The main elements ofthe 2012 CIS risk managementprogramme were 

■ reporting to healthcare enterprises on the results of analysis of adverse events and 
claims data 

■ publishing risk managementguidance for health enterprises and providing practical 
riskmanagementtools 

■ providing information and training through seminars, website publications and 
newsletters 

■ providing riskmanagementsolutionsdirectlyto healthcare enterprises in respect of 
specific risk issues 

■ assisting with the development and implementation of risk management policies 
and procedures for individual healthcare enterprises 

■ carrying out risk management reviews. 

29.68 The SCA provided details of some specific initiatives that have been developed , in 
collaboration with the HSE, with the aim of supporting the healthcare sector in delivering 
saferpatientcare. 

■ Open disclosure to patients and/or their families is being promoted in relation to 
adverse clinical events, whereby healthcare enterprises are encouraged to 
acknowledge the event that occurred, explain the cause, outline the expected 
consequences and planned future management, issue an apologyand provide 
details of measures taken to reduce the likelihood ofthe event recurring in the 
future. 
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■ A national early warning score system has been rolled outto support healthcare 
staff in promptlyrecognisingand responding appropriately to deteriorations in the 
condition of patients on general wards. 

■ A strategy in respectof slips, trips and falls, which accountfor aboutone third of 
adverse clinical events reported annually, is being implemented atlocal, regional 
and national level. 



29.69 The risk managementprogramme also provides for ongoing collaboration with the 
Health Information and Quality Authority (HIQA). HIQA has the statutory rem it for 
developing and monitoring compliance with standardsofqualityand safety in the Irish 
health services and to carry out investigations , as necessary, of serious concerns 
regarding the health and welfare of service users. 

29.70 The roles of HIQA and the SCA are closelyrelated, particularly in the area of the 
promotion of best practice in the quality and safety of healthcare. Although the SCA has 
an inspection mandate, itstates that regular inspections of all health enterprises would 
not be feasible, given the level of resources available. 

29.71 The SCA stated that the CIS riskteam has collaborated with HIQAs Safety and Quality 
Improvement Directorate, since the latter's inception in mid-2012. Currentareas ofwork 
include a quality improvement projectdesigned to enhance control of medication for 
patients moving between long term care and acute hospital care, and an EU project 
designed to share learning between memberstates in relation to quality healthcare. 



Risk Management Performance 



29.72 The SCA has developed a risk managementstrategyfor the CIS. The 201 3 strategy 
lists strategic goals, core actions, key external collaborators and performance 
measures/outputs. However, the strategy does not specifydesired outcomes or set 
targets in terms of the intended effect of risk management activity. 

29.73 It is the opinion of the SCA that while it is possible to establish a direct causal 
relationship between clinical riskmanagementactivityand the numberand severity of 
adverse clinical events, it is not possible to establish a similar direct causal relationship 
for clinical claims frequency. 
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Conclusions and Recommendations 

Claims Management 

29.74 The numberofCIS claims under managementby the SCA has increased year on year. 
The case load at the end of 201 2 (excluding DePuy cases) represents an increase of 
over 45% since the end of 2008. Over the same period, the average time taken to 
resolve cases has also risen significantly. Direct costs have increased to an average of 
€190,000 percase, which is nearly doublethe 2009 equivalentfigure. 1 

29.75 While demand underthe CIS, in terms of new claims received, increased from about 
500 in 2008 to about 830 in 201 2 (including about230 DePuy cases), the numberof 
cases resolved bythe SCA remained steady, at between 400 and 450 per year. If the 
recent trend in demand continues, it is likely that the time taken to resolve cases will rise 
further, unless the SCA can increase its annual output of resolved cases. This mayalso 
have implicationsfordirect costs percase. 

29.76 The estimated potential liabilityin respectof all active clinical claims attheend of 2012 
was €970 million. Itis the SCA policy to include a 'margin of comfort' of up to 20% in its 
estimates of the potential liabilityassociated with individual claims. As a result, the 
potential liabilityin respectof active claims maybe overstated. 

29.77 Auditors appointed bythe SCA carry out an annual review of the estimated potential 
liabilityassigned to a sample of claims. The review considers the extent of compliance 
with the SCAs estimation policyandthe reasonableness of the estimates in view of the 
case information on file. The review carried out by the auditors in 2012 concluded that 
the estimated potential liabilities forthe sample of claims examined were "generally 
within reasonable parameters". 

29.78 It maybe possible forthe SCA to make use of analysis undertaken bythe auditors, as 
part of the annual review of estimated potential liabilities, in the developmentof 
statistical probabilities of case outcomes. 

Recommendation 29.1 : The estimates of potential liabilityfor cases on hand 
should be based on statistical probabilities and informed byanalysis ofthe 
outcomes of previous cases. 

Accounting Officer's Response: Agreed. The NTMA agrees thatthe estimates, 
including any'margin of comfort', of potential liabilityfor cases on hand should be 
based on statistical probabilities informed byanalysis of settled cases . 

29.79 The HSE financial statements include a note disclosing the estimated liabilityin respect 
of active claims underthe CIS. The HSE does not publish a schedule ofthe individual 
healthcare facilities in respect of which claims are settled, orare outstanding. In the 
courseof the examination, the Accounting Officer ofthe HSE stated thatthe publication 
of such information could encourage the generation of league tables which the HSE 
generallyconsiders would not be constructive, and could have the unintended 
consequence of discouraging the reporting by healthcare facilities of adverse events. 
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29.80 Aside from damages agreed or awarded, legal fees representthe largest categoryof 
costincurred by the SCA in managing CIS claims. The average level of legal fees paid 
by the SCA per resolved case has been rising over recent years. The SCA has sought 
to reduce the rate of legal fees paid to its retained solicitors by25% by engaging in a 
competitive procurement process to establish a panel of solicitors. It is undertaking a 
similar process in respect of barristers. It expects to have new panels in place for both 
juniorand seniorcounsel byOctober 2013. 

29.81 In relation to plaintiffs' legal costs, it is SCA policy to negotiate costs and to record as 
savings the difference between the invoiced amountand the amountpaid on a claim by 
claim basis. Evidence was found that the SCA routinely challenges invoices received for 
plaintiff legal costs, with savings of €7.2 million recorded for2012. However, it was 
noted that in a significantnumberofcases, the savings recorded had notbeen 
calculated in accordance with the policy, thus potentiallyimpactingthe reliabilityof this 
figure. 

Recommendation 29.2: The SCAshould ensure thatstaff are familiarwiththe 
policy for recording savings on plaintiffs' legal costs and should implementa 
system of spot checking on compliance with the policy. 

Accounting Officer's Response: Agreed. The NTMA accepts this 
recommendation and has re-stated its policyforthe recording of savings on legal 
costs to all of its claims management staff. A system of spot checking has been 
introduced with effect from 6 August 201 3. 

Risk Management 

29.82 Enterprises covered by the CIS have a statutory obligation to report adverse clinical 
events to the SCA. While it is likely that only a small proportion of adverse clinical 
events will lead to claims undertheCIS, it is desirable thatall adverse clinical events 
would be reported to the SCA in a timelymannerto enable associated risks to be 
identified and managed effectively. The proportion of claims received since 2008 for 
which a prior related adverse clinical event had been reported to the SCA was less than 
40%. 

29.83 During 201 3, the SCA provided reports generated from the NAEMS database to each 
healthcare enterprise with information on its own reporting rate for adverse clinical 
events and a comparison with that of a peer hospital. Performing a cross analysis of 
reports of this type should enable the SCA to identify healthcare enterprises where 
reporting needs to be improved. 

29.84 The SCA riskmanagementstrategyfor 2013 includes strategicgoals, core actions and 
performance measures/outputs, butdoes not quantify desired outcomes orsetspecific 
targets. 

29.85 Over the long term, the ultimateaim of SCA riskmanagementis to reduce the number 
and severity of adverse clinical events . In the shorterterm , the SCA needs to be able to 
measure the effectiveness of individual riskmanagementinitiatives and its risk 
management programme as a whole. It should be possible forthe SCA to identify 
appropriate performance indicators to monitorthe effectiveness of its risk management 
programme in terms of adverse clinical eventoutcomes athealth service provider level. 



